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PREFACE 


P UBLIC ENTERPRISES have come to occupy a key role in the 
policies and programmes of economic development in our 
country- In the very nature of things, it is expected that the public 
enterprises will have an expanding role in times to come. The logic of 
establishment of public enterprises, as a part of socio-economic policy, 
is inherent in the economy. Public enterprises have been set up not 
simply for ideological reasons. They are the product of economic com- 
pulsions. Besides an activist role, which the government is to play in a 
developing country as a matter of social policy, we find that many 
public enterprises had to be set up because of the unenterprising or mis- 
enterprising nature of private entrepreneurs. Also, in many strategic 
industries and others requiring huge investments and longer gestation 
period, the private entrepreneurs were hardly equipped to make any 
substantive contribution. It is true that, in the beginning, there were no 
comprehensive policy guidelines regarding the role and place of public 
sector in India. In addition to this disadvantage, the evolution of 
policy for the public sector has not always been able to take note of 
the changing requirements of the economy and aspirations of the enter- 
prises. 

The present volume comprises articles selected by Professor S.K. 
Goyal from various issues of The Indian Journal of Public Administration. 
At the time of selection, it was felt that as the subject of public 
enterprises is of continuing social significance in general in our planning 
set up, it would be useful if some articles of more enduring value were 
compiled in a separate volume for ready reference. The articles cover all 
important aspects of the public sector in the country, such as organisa- 
tiodal structure, personnel policies, pricing policy, efficiency, accoun- 
tability and autonomy. 

As the growth of public sector has been phenomenal since the at- 
tainment of Indian independence, it is only appropriate that we discuss 
issues in the historical perspective and analyse the current problems and 
the future trends. Public enterprises in India have a number of objec- 
tives. This very often creates difficulties in reconciling the demands of 
profit maximisation as well as the social demands. Similarly, effort has 
to be made to see that disparate objectives are so organised that those 
who are working for public enterprises as well as the general public have 
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a clarity of understanding as to what for a particular enterprise stands 
and what is expected of it. 

Achievement of objectives naturally depends upon the organisa- 
tional and structural arrangements. In the Indian economic scene^ we 
find that the public enterprises have a wide diversity of legal sanction 
and organisational structures in the frame of mixed economy of our 
country. As such, the question of pricing of public sector products as- 
sumes great importance, basically from the viewpoint of making con- 
tribution to the National Exchequer and for giving further momentum 
to diversified economic development. 

For adequate functioning of enterprises, personnel policies, includ- 
ing those relating to motivation, workers’ participation and the role of 
trade unions also assume great importance. If public enterprises have to 
function effectively, the management has to be entrusted with authority 
commensurate with its responsibilities. The question of evolving per- 
formance indicators for public enterprises and for measurement of 
efSciency also become important. In view of the limited resources and 
competing needs, the scientific financial management of public enter- 
prises cannot be ignored. It becomes, therefore, necessary that the 
implications of autonomy and accountability are properly appreciated. 

In any democratic administration, no segment of public life can 
be free from accountability. Autonomy has to be earned through per- 
formance and with a continuing awareness of accountability. It is, 
therefore, essential that an objective and dispassionate approach is made 
to the genesis and the difficulties of public sector with a view to improv- 
ing their performance and to ensure that they are able to perform the 
role as assigned to them. Public enterprises come in for a good deal of 
misinformed criticism because their functioning is much more public as 
compared to private sector. A good deal of fresh thinking has been 
generated as to how the public enterprises and the public sector should 
be able to come up to the expectations of the people and to cope up 
with, at times hostile, ideological consideration, including denigration 
launched by certain sections having vested interests of their own. How- 
ever, the basic problem of efiiciency in its wide social sense can not be 
lost sight of. People are anxious that while suitable environment and 
facilities must be provided to the public sector, it should also keep in 
view that a public enterprise is an institutional device and if it does not 
establish its credibility, naturally the search for new models will com- 
mence. The public sector management cannot be allowed to seek per- 
petual refuge in excuses or alibies. 

It is gratifying to note that the intricacy of the issues involved 
have been highlighted by Professor S.K. Goyal in his comprehensive and 
stimulating introduction. It is not necessary that one should be in full 
agreement with his diagnosis or prescription. But he raises certain issues 


VII 


which are of great relevance and have to be considered if we really 
want public enterprises to discharge a positive role in our overall quest 
for an egalitarian society. 

I am thankful to Professor S.K. Goyal for the pains that he has 
taken in the preparation of this volume. I believe that it will be of help 
in delineating a balanced picture of the role and the working of public 
enterprises as well as their limitations and possibilities. This volume, 
because of its comprehensiveness, will be of interest to students of 
Public Administration as well as those concerned with the formulation 
of policies and the management of public enterprises. Shri K.P. Phatak 
and his professional colleagues working in IIPA Library have provided 
a short and relevant bibliography on the theme for which I am thank- 
ful to them. 

I am also thankful to Shri P.R. Dubhashi, Director Indian Insti- 
tute of Public Administration, who gave me the opportunity to bring 
out this volume. 


New Delhi 
September 1984 


T.N. Chaturvbdi 





INTRODUCTION 


T his VOLUME contains 19 articles on different aspects of the public 
sector, selected from previous volumes of the Indian Journal 
of Public Administration. The contributions have been grouped under 
five heads. The first group of contributions deals with the Role and 
Organisational Aspects of the Indian Public Sector; and the other groups 
are: Personnel, Pricing and Efficiency, Autonomy and Accountability and 
State Sector. 

In absence of a clear and comprehensive policy document on the 
precise role and place of the public sector in India, one observes that 
each author views the primary role of the public sector in India from a 
different angle. V.K.R.V. Rao (1964), for instance, considers that 
public sector enterprises in India have been developed under an overall 
scheme of planning and “behind this planned development there is a 
social and economic philosophy”. To Rao, the public sector was an 
“army of the constitutional advance of this country into a socialistic 
democracy”. He concludes; “to my mind they are the sappers and 
miners of our socialist army”. V.K.R.V. Rao’s contribution does reflect 
the mood and expectations of the mid-sixties. H.K. Paranjape, 
G. Venkataswamy and others see the Indian Public sector more an eco- 
nomic necessity and an instrument of the planning than a sector repre- 
senting an ideology. 

Since independence, the magnitude and significance of public sector 
in the Indian economy has increased rapidly. This is evident from the 
growth rate in its assets and the variety of economic activities now being 
undertaken in this sector. The sector has vastly expanded in public utili- 
ties, industry, finance and commerce and trade. In a way, it has achieved 
expectations of the planners, as expressed in the Fourth Five Year Plan, 
that the public sector should achieve ‘commanding heights’ in the eco- 
nomy.^ Has this led the country nearer to socialistic society? Many scho- 
lars of the ‘eighties’ would question the synonymity of public sector with 
that of a socialist march in India. In contrast to the commonly held belief 
of the ‘sixties’, the public sector in India with its increasing economic 
power is currently seen more as a promoter of private sector and mono- 
poly capital than as a countervailing force to furtherance of concentra- 
tion of economic power in private hands. For instance, V.K.R.V. Rao, 

^■India. Fourth Five Year Plan, 1969, New Delhi, p. 28. 
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himself an ardent supporter of the sector, is now of the view that there 
was need for an agency that will keep under review the working of 
public sector enterprises in terms of the social, economic and political 
consequences of the concentration of economic power they possess.® 

Public sector expansion, during the early stages of planning in 
India, was mainly restricted to basic and strategic industries. These 
industries, in any case, were beyond the financial and entrepreneurial 
capabilities of the private sector during that period. It was, therefore, 
obvious that without rapid expansion of public sector, the scope for 
private sector expansion was a very limited one. Further, it was clear 
that high profits and surpluses could not accrue to the public sector 
since the sector was supposed to undertake long-term gestation invest- 
ments with low profitability. On the other hand, processing and 
manufacturing industries and trade were essentially earmarked for the 
private sector, on an understanding that these activities were remunera- 
tive and individual initiative could easily be forthcoming. Within this 
framework, public and private sectors were seen as complementary to 
each other. 

In absence of the requisite industrial infrastructure (power, trans- 
port, and communications) and near non-existence of basic industries, 
like steel, aluminium, oil, and chemicals, the private sector suffered from 
a number of constraints. Thus, restricting the public sector to public 
utilities, basic and heavy industries was a decision that was in no way 
in conflict or contrary to the like of those who otherwise find a clear 
merit in the philosophy of free market oriented economies. The decision 
to expand public sector at a rapid pace, as per the . Industrial Policy 
Statement of 1948 or the Resolutiofl of 1956, was welcomed by them as 
a pragmatic decision suitable to national development. • . 

Public sector in India, since independence, has undoubtedly grown 
big; it has, however, no clear character— except that the ownership of 
the sector happens to be that of the government. Defence industries, 
railways and a large many public utility undertakings were also promot- 
ed by the British in the public sector. With the political independence 
of the country the public sector was further expanded through the 
unavoidable nationalisation of the Reserve Bank of India and a few of 
the enterprises that were foreign dominated. Initiation of the process 
of planning widened still further the scope of the public sector as a 
promoter of economic growth. Consequently, a number of large public 
mdustrial enterprises and financial institutions got promoted. Over the 
years, a number of private sector undertakings were nationalised and 
this has also added to the public sector expansion in a significant 
manner. The reasons for the take-over, however, have not been the same. 

^V.K.R.V. Rao, in Foreword to S.K. Ooyal, Monopoly Capital and Public Policy 
1979, Allied Publishers, Delhi, p. xxiv. 
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These have differed from time to time. For instance, the Imperial Bank 
of India was nationalised to rationalise the Indian banking system; Life 
Insurance business, to ensure growth in a coordinated manner; private 
airlines, as a salvage operation and to provide for safe, expanded and 
efficient air transport; and the nationalisation of the fourteen private 
commercial banks in 1969 had its own political context and economic 
and social reasons. Management of a number of private enterprises had 
to be taken over under the Industries {Development and Regulation) Act 
1951 for reasons of unscrupulous practices by the managements. An 
equally large number of private companies and establishments were 
taken over to protect interests of the employees. In fact, nationalisation 
has been resorted to for differing reasons at different points of time. If 
a catalogue of reasons for public sector in India is prepared, one could 
hardly cite a case to show that the country has ignored any plausible 
reason(s) for public sector expansion through nationalisation. A 
consistent policy towards nationalisation, as contemplated in the Indus- 
trial Policy Statement of 1948, has been missing, as indeed the precise 
objectives of public sector in India have never been clearly spelt out. 
Consequently, whenever the Government is faced with a problem that 
warrants immediate action, the choice falls on directing the public sector 
to provide an answer with appropriate plausible reasons. 

Not only does there appear to be an absence of consistency in pro- 
cesses of nationalisation, but this is equally true of other expectations 
from the public sector. For instance, when it was felt that the problem of 
backward areas should be attended to on priority, it led to an additional 
objective being assigned to public enterprises. During the First Five 
Year Plan, since the process of planned development had to be initiated, 
the public sector was assigned the responsibilities as promoter of the 
growth process. Adoption of ‘Socialistic Pattern of Society’ as a national 
objective by the beginning of the Second Plan led the government to 
assert that public sector would help to transform the Indian polity into 
a socialist one. The Third Plan period was charged with an intense 
discussion and concern on the phenomenon of concentration of econo- 
mic power in private hands. This led to public sector development being 
described as a countervailing force. Efforts towards finding a solution 
to the problem of foodgrains shortages, and the consequential need for 
procuring and maintaining food stocks, resulted in the public sector 
being assigned the task to provide food and other essential supplies to 
consumers at a low price. In the ‘seventies’, the public sector was viewed 
as a promoter of exports and an earner of foreign exchange. It is curious 
that many of the public sector projects and activities which were 
conceived and justified as pre-requisites to India’s own industrial deve- 
lopment, are now being expected to show results in terms of export 
earnings. Of late, it is openly asserted that the public sector should 
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restrict itself to financially viable areas only. In brief, the Indian public 
sector is an omnibus sector, without a consistent, clear cut, ideological, 
economic or social framework. 

Regarding the organisational aspects there cannot be any one form 
of organisation for the public sector as a whole. The organisational 
structure of an enterprise has to be evolved in the light of the objectives 
and the nature of the activities that it has to undertake. Thus, the nature 
of activity and the requirements of efficiency would have a bearing on 
the form. To a large extent these issues are technical ones; and many a 
time, the choices are limited. For instance, V.V. Ramanadhan and N.K. 
Nangea discuss Corporation versus Departmental form in road trans- 
port. The point made by them that the choice of form “must be deter- 
mined by its organisational superiority” is valid. Similarly, Richard E. 
Hamilton has discussed the Damodar Valley Corporation, as an orga- 
nisational form inspired by the Tennessee Valley Authority of the United 
States. M.G. Shah and H.K. Paranjape also survey the organisational 
forms of public enterprises in India. 

Recruitment policies, training, motivation and morale of the workers 
is another important element in determining the level of efficiency in an 
enterprise. Ajit Banerjee discusses alternative techniques for recruitment 
and training of managerial personnel for public enterprises. He pleads 
for providing a sense of pride to the public sector managements. S.S. 
Patil examines the controversy around the ‘committed’, specialists and 
generalists. O.P. Minocha in his case study of the Hindustan Steel 
Limited provides an insight on various issues relating to employees. He 
examines employees’ motivations for joining the undertaking and alse 
discusses the problem of overstaffing and perceptions of employees in 
India’s largest public sector enterprise. The case for workers’ participa- 
tion in management is examined by Dipankar Sarkar. 

R.S. Arora in his review brings out the developments in the audit 
and accountability of public enterprises in India and Britain. One is 
struck by the fact that while the socio-economic contexts for public 
sector in Britain and India are so different, the trend of discussions and 
the concepts employed in India at the policy making levels, have been on 
the pattern set in Britain. It has also been seen that similar observations 
hold equally true in matters of most of the economic legislation in India. 
The Indian versions are, however, poor attempts at imitation. Having 
assessed the close dependency of under-developed countries, even in 
matters of styles of debate and content, one needs to investigate various 
factors which do not allow leaderships and civil servants in developing 
economies to think and plan on their own. 

Public enterprises in India run under financial losses. Therefore, 
these are often described as white elephants and a drain on public ex- 
chequer. It is quite a favourite subject with private sector lobbies. Ques- 
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tions of profitability and accountability for business undertakings are 
closely linked with each other. For understanding the nature of the basic 
problem one has to have historical as well as an overall perspective of the 
development of public enterprises in India. The Industrial Policy Resolu- 
tion of 1956 had identified certain industries and economic activities to 
be exclusively developed in the public sector. These industries: (a) required 
large investments, (b) had a long gestation period, with (c) expected low 
financial returns. Public sector, in general, was expected to provide the 
necessary industrial infrastructure and raw materials for processing and 
retail distribution to the private sector. 

It is obvious that the Indian public sector was not initially expected 
to generate financial profits. In fact, it was openly argued that instead of 
‘profit maximisation’ as the objective, the public sector enterprises 
should aim at maximisation of social gains. In the planned economy, 
the sector was conceived as an instrument to establish such production 
capacities in society that would otherwise not get established on the cri- 
terion of financial returns. Planning implies adoption of a system in 
which investment decisions are made in view of social gains and social 
considerations rather than in response to market demand. Such princi- 
ples were well spelled out during the ‘fifties’ and the private sector press 
had hailed these objectives without reservation, or with minor ones. This 
context is now forgotten. The financial performance of the public enter- 
prises has also to be seen with reference to the deliberate and conscious 
choice of pricing policies of the sector. Absence of an emphasis on the 
need to deploy the Indian public sector as an instrument for greater re- 
source mobilisation is well known. The public sector, it was agrued, 
should not indulge in profiteering as this would have an adverse impact 
on the price level and hit consumers adversely. This was adopted as a 
general policy to be pursued by all public sector undertakings. As a 
result, even in sectors in which the public sector was catering to require- 
ments of the afSuent sections, the pricing policy adopted did not lead to 
surplus generation. In electric power supply, for instance, there is no 
price differential whether the power was used for lighting purposes or 
for household air conditioning. The end use and the capacity of the 
consumer to pay have never been factors taken note of in fixing electri- 
city rates. In fact up till very recently, power for luxury use was made 
available at nearly half of the rates for household lighting. Power gene- 
ration incidentally, has also continued to be at a much lower level than 
its demand. If one were to examine pricing policies of the Indian public 
enterprises one would discover a considerable element of subsidy to its 
users. 

During the past few years it has been emphasised by top policy 
makers in government that public sector units should make profits; it is 
suggested that the future expansion of a unit would be linked to it§ 
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financial performance. The implications of such policy directives should 
be clear. Public sector units, invariably, enjoy a monopoly position. 
Once the public sector managements are directed to somehow show 
profits, the first, and probably the easiest, choice to be exercised, by the 
managements, would be in declaring an upward revision of the prices 
for their services and goods produced. 

While one is not arguing that public sector should not make pro- 
fits, it is obvious that there cannot be a general directive to all enter- 
prises to work for profit maximisation. The approach would have to be 
selective. If profit* maximisation is made an objective for the public 
sector too, where is the economic and social justification for establish- 
ment of the public sector in the Indian context? The basic rationale for 
the sector, one believes, lies in the sector being expanded in response to 
social necessities for the country as a whole instead of catering to the 
market demand— the character of which is bound to be a mirror reflec- 
tion of the inequalities in the society. 

The pattern of Indian economic development during the past three 
decades has led to a phenomenal growth in assets and economic power 
of a few private industrial empires. It is also seen that a good number 
of erstwhile foreign companies have diluted their equity and qualified 
for being treated at par with other Indian companies. In view of these 
developments, the capability of the private sector (Indian as well as the 
foreign) to undertake large investments has got considerably enhanced. 
Many of the limitations of the late ‘fifties’ and ‘sixties’ have disappeared. 
As a consequence of these developments, the private sector, particularly 
monopoly capital, is aspiring to enter economic activities which were 
hitherto earmarked for exclusive development by the public sector. A 
significant number of deviations from the list of public sector reserved 
industries and economic activities have already been made. But the 
thrust to enter new areas by the private sector is being pursued with 
considerable tact and vigour. On one side the performance of the public 
sector, in terms of financial results, has put the government in a defen- 
sive position; and on the other, limited resources for new investments 
have reduced the capacity of the government to expand the public 
sector. The Indian private sector with easy financial support from banks 
and other financial institutions and with options to involve foreign 
collaboration and direct loans from international agencies of the deve- 
loped countries is able to establish its claims for a change in basic 
economic policies successfully. 

Indian Public sector has witnessed three new trends during 
the seventies. One, public sector financial institutions at the State level 
have started taking direct responsibility to promote new industrial 
undertakings in collaboration with private sector. This is called the joint 
sector. The concept of ‘joint sector’ was proposed fay the Dutt Commit- 
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tee in 1969. This new form was visualised in the context of large private 
corporations in which the public sector financial institutions already had 
substantial financial stake. The joint sector was expected to expandas 
a consequence of the exercise of the convertibility clause, by govern- 
ment and the financial institutions. The joint sector was argued in the 
light of the prevailing corporate reality. The joint sector was seen as an 
alternative to private monopolies. The form and purpose of the joint 
sector, as being practised, now is quite diiSerent. The financial institu- 
tions have found the new sector as a convenient instrument to promote 
private industrial development in the states. Industrial licences are 
obtained by one of the public sector undertakings, and then only at- 
tempts are made to locate private parties willing to implement the licence 
as a joint sector project. 

Identification of the private party is followed by promotion of a 
new corporate body in which a minimum of 26 per cent shares is taken 
by the public sector, 25 per cent the private entrepreneur and the rest 
are issued to public through the share market. Such enterprises are, 
obviously, not the constituents of the public sector. The management of 
these rests with the private co-promoters. Since the enterprises in this 
sector are outside the public sector it is easier to obtain financial parti- 
cipation from the ICICI, IDBI, IFCI and other national and state level 
agencies. If these projects were in the public sector, a normal expecta- 
tion would have been to seek funding from the exchequ^. The private 
company promoter is expected to contribute 10-20 per cent only. There 
are instances where a majority of equity is held by public sector but the 
managerial rights are exercised by the private partner. In most cases 
since the majority equity is not held by government directly, there is no 
need to adhere to various norms and obligations which an ordinary 
public sector unit has to observe. For instance, questions on operations 
of the joint sector projects cannot be raised in parliament and there is 
no question of public audit or accountability. 

The joint sector enjoys the prestige and advantages of a government 
enterprise and the immunity of a private sector enterprise. The new 
organisational form needs to be studied for its implications. Some feel 
that the joint sector is a mechanism to allocate costs to public, and the 
profits to private interests. The private entrepreneurs involved in joint 
sector projects are not always, the young, the professionals or the local 
ones only; nor is that the joint sector units are promoted only in high 
technology areas. It is not clear if the joint sector would stay in the 
system as a permanent feature of the economy. The limited available 
information, however, suggests that if a project reached the stage of 
economic viability, the public sector would withdraw itself and unload 
the equity shares to the private sector. On th» other hand if the project 



did not prove successful the liabilities would get transferred to the public 
sector partners. 

The second trend of significance relates to nature of the trade union 
activities in some of the public sector enterprises. Public sector units 
enjoy near monopoly position in areas of their activities. Life and 
general insurance, banking, power and air transport are important con- 
stituents of the public sector in India. The employees in these enter- 
prises are organised and are predominantly urban based. Because of 
their organised character the trade unions are able to exert a fairly high 
degree of pressure on government for increased wages and salaries and 
other facilities. As a consequence of successive organised trade union 
activity, wage levels at different levels have lost comparability with the 
wage levels prevailing in the non-organised sector in general and rural 
and agricultural sector in particular. In principle, one cannot have any 
objections to genuine trade union activity. And yet one cannot ignore 
the fact that emergence of substantive wage differentials, and other 
terms of employment, in public sector enterprises as compared to other 
sectors and services is likely to generate a variety of serious complica- 
tions. It is well known that because of the comparatively better service 
conditions in public sector there is strong tendency on the part of senior 
civil servants to seek deputation to public enterprises. In fact, at higher 
levels there is a visible mobility of personnel from private sector too. In 
sum, various factors have contributed to make service in public enter- 
prises a coveted one. One economic implication of these trends has in 
overall enhanced costs in the sector, which have added to the difficulties 
for making public enterprises financially viable. Genuine fear has been 
expressed in certain quarters that the present public sector has tended 

to become an enemy of its own future growth. 

The third unfortunate and conspicuous trend is in matter of the 
nature of economic activities being assigned to the sector. One cannot 
find adequate justification for public sector expansion or entry into areas 
which have low social priority. During the Second and Third Plans 
public sector expansion was synonymous to high social priority; but it 
cannot be said of the sector today. State Governments and Central 
ministries are taking up projects which would only cater to demands of 
the elite of the Indian society: and in many such cases these activities 
cannot even be justified on the ground of private business logic. Associa- 
ted with such developments is also a fact that very little public discus- 
sion is permitted when basic departures from nationally accepted 
policies are made. For instance, it has been a general policy to ban 
entry of foreign capital and technical collaborations in economic activi- 
ties in which indigenous technology had already been developed. This 
principle holds true no more, If public sector joins hands with giant 
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private and foreign companies in non-priority areas it is bound to raise 
doubts about the very logic of the public sector in India. 

It appears that the present trends have a host of serious implica- 
tions, not only for the public sector but also for the overall pattern of 
future national development. This compilation has significance as the 
contributions bring out the perspective in which the Indian public sector 
was proposed and supported. The compilation also brings out nature of 
the problems investigated and the alternatives explored. One is struck by 
the number of scholars and the nature of information and data that 
public enterprises have always made available to individual scholars. 
Can this be said of the private sector? When public sector enterprises 
are studied and their results made public, it is natural that their interna! 
shortcomings would come under the public eye. On the other hand, if 
the nature of practices in private sector do not get examined, all would 
appear to be well with it. In this context, one may also mention the 
fact that while all public sector reports are presented to Parliament and 
are available to public, so far not even a single report on monopoly and 
restrictive trade practices has been published. The MRTP Commission 
was established in 1969. Scholars would need to explore the reasons. 

A good number of public sector enterprises have been in operation 
for more than a decade. It is time to ask: For whom is the sector per- 
forming? Alongwith financial performance one has to ask if some of the 
major public sector enterprises in India have not become institutions to 
provide subsidised services for the affluent minority of the country. What 
is the character of the Indian Public Sector? How far is it public? How 
could this be changed? These questions one hopes, would also attract 
attention of Indian scholars and civil servants in coming years. 


S.K. Goyal 
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The Role of Public Enterprises 
in the Indian Economy’^ 

V.K.R.V, Rao 


P UBLIC ENTERPRISES have been a significant part of the Indian 
economy even before the advent of independence. Thus, the book 
value of gross fixed assets owned by the central and state governments, 
together with the working capital in the enterprises concerned, amount- 
ed to about Rs. 875 crores at the end of 1947-48. By 1950-51, this had 
risen to over Rs. 1,200 crores, distributed mostly as under: 


{Rs. crores) 


Railways 837 

Irrigation works (including multi-purpose river 

valley projects) 230 

Communications and broadcasting 53 

Electricity undertakings 40 

Industries 44 

Civil Aviation 10 

Ports 8 

Central Tractor Organisation 5 


Total 1,236 


In the same year, the value of productive capital assets in the private 
sector in organised industry, mining, plantations, transport and electri- 
city undertakings was of the order of about Rs. 1 ,500 crores. Thus, 
even before we began our five year plans, the public sector was playing 
not a negligible role in Indian economy. 

In this article, we are concerned with industrial and commercial 
enterprises. We, therefore, say nothing about the additions "to public 

♦From Indian Journal of Public Administration, Vpl. X, 1964, No. 3, pp. 4}2-26. 
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enterprise made by the nationalisation of the Imperial Bank of India 
and of life insurance business both of which were effected during the 
plan period. As far as organised industry and commerce were con- 
cerned, the public sector was playing a negligible role in 1950-51, the 
value of productive capital employed therein being only of the order of 
Rs. 44 crores. The First Plan saw an addition of Rs. 57 crores to the 
public sector in industry and commerce. The Second Plan marks the 
real commencement of the public sector in India in the industrial and 
commercial field. The addition that the second plan period saw to state 
capital in industry and commerce was of the order of Rs. 870 crores. 
The outlay targeted for the Third Plan was Rs. 1,520 crores; and accor- 
ding to newspaper reports, the corresponding figure for the fourth plan 
period is placed at Rs. 3,200 crores. If the Third Plan figures are realised 
and the Fourth Plan estimates prove true, then there would be at the end 
of the Fourth Plan period a public sector in organised industry and 
commerce which would have a capital base of no less than Rs. 5,691 
crores as against which the value of productive capital in the private 
sector in the same field would only be Rs. 5,857 crores. In other words, 
within a period of 20 years from the inception of planning in this coun- 
try, the public sector would be occupying a position in industry and 
commerce that would account for well-nigh half of the entire field as 
against a proportion of 2.9 per cent with which we began in 1950-51. 
When the composition of the public sector investment is taken into 
account, it would be seen that the public sector would occupy a com- 
manding position as far as basic industries and capital goods industries 
are concerned. There can, therefore, be no doubt about the importance 
of the role of public enterprises in the Indian economy. 

DISCONCENTRATION OF ECONOMIC POWER 

This vast extension of public enterprises in Indian economy has 
not come about fortuitously. Behind it is planned development and 
behind this planned development there is a social and economic phi- 
losophy. This philosophy has been spelt out in the three plan reports 
issued so far as also in the Govern ment’s Industrial Policy Resolutions of 
1948 and 1956. Broadly speaking, the economic objective behind this 
extension is to help in building up the economy by undertaking enter- 
prises which are basic from the point of view of economic growth and 
which, nevertheless, either by virtue of the size of capital involved or 
other reasons were not likely to be taken up by the private sector. Thus, 
the First Plan document points out: “The scope and need for develop- 
ment are so great that it is best for the public sector to develop those 
industries in which private enterprise is unable or unwilling to put up 
the resources required and run the risks involved.” The Second Plan 
document went a little further and stated: “The public sector has to 
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expand rapidly. It lias not only to initiate developments which the 
private sector is either unwilling or unable to undertake; it has to play 
the dominant role in shaping the entire pattern of investments in the 
economy, whether it makes investments directly or whether these are 
made by the private sector.” Elaborating the field which should be 
taken up by the public sector, the Second Plan document continues: 
^‘The use of modern technology requires large scale production and a 
unified control and allocation of resources in certain major lines of 
activity. These include exploitation of minerals and basic and capital 
goods industries which are major determinants of the rate of growth of 
the economy. The responsibility for new developments in these field 
must be undertaken in the main by the state and the existing units have 
also to fall in line with the emerging pattern.” 

There is also a major social objective underlying the philosophy 
behind this planned extension of the public sector. The acceptance by 
government of the goal of a socialist pattern of society and the 
Industrial Policy Resolution of 1956 which followed this acceptance 
emphasised the social considerations behind the extension of the public 
sector. Thus, the Industrial Policy Resolution of 1956 stated: ‘The 
adoption of the socialist pattern of society as a national objective, as 
well as the need for planned and rapid development, require that all 
industries of basic and strategic importance, or in the nature of public 
utility services, should be in the public sector. Other industries which 
are essential and require investments on a scale which only the state, in 
present circumstances, could provide, have also to be in the public sector. 
The state has, therefore, to assume direct responsibility for the future 
development of industries over a wider area.” The Second Plan docu- 
ment also stressed the importance of using the public sector as an 
instrument for preventing concentration of economic power. Thus, it 
is stated in the document: “Public ownership, partial or complete, and 
public control or participation in management are specially required in 
those fields in which technological considerations tend towards concen- 
tration of economic power and wealth.” The Third Plan document car- 
ried this argument further and made it more specific and categorical. 
Thus, it is stated in this document: “As a decisive instrument which 
the state can employ in preventing concentration of economic power and 
growth of monopolistic tendencies, the rapid expansion of the public 
sector serves a two-fold purpose. It helps to remove certain basic 
deficiencies in the economic structure and at the same time it reduces the 
scope for accumulation of wealth and large incomes in private hands,... 
As the relative share of the public sector increases, its role in economic 
growth will become even more strategic and the state will be in a still 
stronger position to determine the character and functioning of the 
economy as a whole.” It will be seen, therefore, that behind the planned 
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extension of the public sector, there is an economic argument of speed- 
ing up growth and at the same time guiding the private sector in the 
same direction. Simultaneously, there is behind it the social argument 
of preventing concentration of wealth and income in private hands and 
giving the state a commanding position in determining the character and 
functioning of the economy as a whole in order that it may march to- 
wards the eventual establishment of a socialist society. 

CATEGORISATION AND ROLE ENTRUSTED 

The concrete operation of this policy was determined first by the 
Industrial Policy Resolution of 1948 and subsequently by the Industrial 
Policy Resolution of 1956. In terms of the first resolution, the prin- 
ciple of government ownership and control was accepted in regard 
to a segment of the economy comprising arms and ammunition, atomic 
energy and railways. This resolution also stated that in regard to 
certain key industries like coal, iron and steel, aircraft manufacture, 
ship-building, manufacture of telephone, telegraph and wireless appara- 
tus, etc., the state is to be responsible for further expansion except to 
the extent it considers the cooperation of private enterprise necessary 
for the purpose. In the rest of the industrial field, the initiative for 
development and the responsibility for management was to rest on 
private enterprise. Government, however, reserved the right to acquire 
any undertaking in the public interest and to intervene in cases where 
the conduct of industry under private enterprise is not satisfactory. 
The Industrial Policy Resolution of 1956 proceeds further and classi- 
fies industries into three categories*, having regard to the part which 
the state would play in each of them. The first category shown 
in schedule ‘A’ consists of industries the future development of which 
will be the exclusive responsibility of the state. In the second category 
shown in schedule ‘B’ are industries which will be progressively state- 
owned and in which therefore the state will generally take the initiative 
for establishing new undertakings but in which private enterprise will also 
be expected to supplement the effort of the state. The third category 
comprises all the remaining industries, the further development of which 
will, in general, be left to the initiative and enterprise of the private 
sector. 

It must be pointed out that the Resolutions themselves as also the 
plan documents made it clear that the role of the public sector was not 
to be interpreted rigidly in terms of these categories. Thus, even in 
the industries listed in schedule ‘A’, the expansion of existing private- 
owned units was not precluded, while the state was also free to secure 
the cooperation of private enterprise in the establishment of new units 

*The industries listed in Schedules ‘A’ and ‘B’ of this Resolution are given in 
Appendix ‘A’ to this article. 
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when the national interest so required. Similarly, while in schedule 'B’ 
the state is expected to enter progressively and enlarge its operation, 
private enterprise was also to have the opportunity to develop 
either on its own or with state participation. In the case of industries 
which constituted the third category and which were in general, 
left to the initiative and enterprise of the private sector, it was open to 
the state to start any industry if it found it expedient to do so. The 
Second Plan document stated: "The prime consideration determining 
State policy covering the whole industrial field is promotion of rapid 
development in keeping with the overall objectives defined. The 
public sector has to grow — and rapidly — and the private sector has 
to conform to the requirements of the plan. There is necessarily to 
be "a great deal of dovetailing’ between the two sectors and it is 
recognised that the private sector has to be given the opportunity and 
facilities to function effectively within the field allotted to it. It is 
within the framework of this new industrial policy resolution that 
rapid industrialisation has to be carried through in the coming years.” 
This emphasis on taking a coordinated view of the private and 
public sector industries and the attitude of flexibility in the operation 
of the industrial policy resolution was re-emphasised in the Third Plan 
documents. I quote: 

The expansion of industry will continue to be governed by the 
Industrial Policy Resolution of April, 1956. As in the Second Plan 
the roles of the public and private sectors are conceived of as 
supplementary and complementary to one another. For example, 
in the case of nitrogenous fertilizers where the public sector has 
already assumed a dominant role, it is envisaged that during the 
Third Plan the private sector will enter this field in a bigger way 
than in the past and supplement the efforts of the public sector. In 
the case of pig iron, the policy has been relaxed to allow the 
establishment of plants in the private sector with a maximum 
capacity of 100,000 tons per year as compared to units of 1 5,000 
tons permitted so far. Programmes for the manufacture of dyestuffs, 
plastics and drugs in the private sector will be largely complemen- 
tary to the programme for the manufacture of primary aromatic 
compounds as by-products at the steel works and of organic inter- 
mediates to be undertaken in the public sector. Similarly, whereas 
the manufacture of bulk drugs will be organised in a big way in 
the public sector, the further processing of bulk drugs will also be 
undertaken in the private sector. 

The latest position in regard to the public sector in industrial and 
commercial undertakings is available for the year 1962-63. At the 
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end of this year, the total investment in public enterprises in industry 
and commerce totalled Rs. 1,372 crores. This total investment was 
distributed as follows: 


1962-^63 

Ah. „ 



Amount 

Percen- 


( Rs. in crores) 

tage 

{!) Undertakings under construction 

274.8 

20.03 

(/i) Running Concerns— Hindustan 

724.1 

52.78 

Steel Ltd. 



{Ui) Running Concerns — Other than 

313.7 

22.86 

Hindustan Steel Ltd. 



(tv) Promotional and Developmental 

59.4 

4.33 

Undertakings 



Total 

1372.0 

100.00 


It is important to make this classification of four categories as for- 
mulated in the foregoing table, if one wants to take an objective and 
intelligent view of the profitability of public enterprises in India. 

The first category, which accounts for a total capital of Rs. 274.8 
crores, obviously cannot be expected to give any yield as it relates to 
undertakings which are still under construction. Given below is a list 
of these undertakings: 



Year of 
commencement 

1. 

Heavy Electricals (India) Ltd. 

1956 

2. 

Heavy Engineering Corporation Ltd. 

1958 

3. 

Hindustan Organic Chemicals Ltd. 

1960 

4. 

Hindustan Photo Films Manufacturing Co. Ltd. 

1960 

5. 

Hindustan Teleprinters Ltd. 

1960 

6. 

Indian Drugs and Pharmaceuticals Ltd. 

1961 

7. 

Indian Refineries Ltd. 

1958 

8. 

National Minerals Development Corporation Ltd. 

1958 

9. 

Neyveli Lignite Corporation Ltd. 

1956 

10. 

Pyrites & Chemicals Development Co. Ltd. 

1960 


The investment on these undertakings stood at Rs. 275 crores at the end 
of the year and eventually is expected to reach about Rs. 650 crores, 
excluding about Rs. 100 crores on township planned so far in connec- 
tion with these projects. 
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The second category, vfe., the Hindustan Steel Ltd., is a class by 
itself, partly because the investment made therein (Rs. 724 crores) 
represents about 53 per cent of the overall investment in organised 
industry and commerce and partly because alongside with the operation 
of the one million tonne stage in the three plants, huge expansion pro- 
grammes and the establishment of alloy steels plant (estimated to cost 
Rs. 400 crores) are in the process of implementation. Obviously, 
therefore, the results of the working of this undertaking cannot be 
merged with those of the concerns included in category {Hi) which are 
in full and commercial operation. The cumulative loss sustained by the 
Hindustan Steel Ltd. as the close of the year 1962-63 amounted to 
Rs. 61 .6 crores. When considering this figure, it must be remembered 
that it is arrived at after making provision for full payment of Rs. 1 7.5 
crores due to government in 1962-63 on capital loans advanced to the 
concern. The gross surplus before providing for depreciation and 
interest due to government rose from a figure Rs. 19.5 crores in 1961-62 
to Rs. 23.9 crores in 1962-63. There can be no doubt that if this trend 
continues, it will not be long before Hindustan Steel Ltd. will be able 
to have a gross surplus that would meet both depreciation and interest 
charges, after which it will not be long before it begins to give a net 
surplus and therefore a dividend on its equity capital. 

In considering the time that Hindustan Steel Ltd. are taking to 
become profitable in the commercial sense, we must remember the long 
period of gestation involved as also its continuing expansion pro- 
gramme. Above all, if we want to be objective, we must compare the 
time taken by the Tata Iron & Steel Company to start giving dividends 
on its equity capital. If that is done, it will be seen that the record.of 
the public sector in the iron and steel industry is by no means un- 
favourable as compared to the performances of the private sector in 
the same field. 

It is the third category, namely, the running concerns other than 
the Hindustan Steel Ltd. which can be regarded as public enterprises in 
the industrial and commercial field which either have come of age or 
are more or less reaching that position. These concerns number 29 
and accounted for a total investment of Rs. 313.7 crores. By 1962-63 
these concerns had accumulated a reserve of Rs. 43 crores, are regu- 
larly paying interest on the loans received from government, have made 
a tax provision for Rs. 4.7 crores and have declared a dividend of 7.6 
per cent on their paid-up capital. Their net profit as percentage of net 
worth amounted to 6.7 per cent while their gross profit as percentage of 
capital employed amounted to 7.8 per cent. The rapidity of the pro- 
gress which has been made during 1962-63 as compared to 1961-62 can 
be seen from the fact that gross profits during 1 962-63 amounted to 
Rs. 24.7 crores as against a corresponding figure of Rs. 14.7 crores in 
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the previous year. Similarly, the net profit as percentage of paid-up 
capital went up from 4.5 to 7.6 per cent, net profit on net worth from 
4.1 to 6.7 per cent and gross profit as percentage of capital employed 
from 5.2 to 7.8 per cent. 

No one who takes an objective view can fail to ignore this trend 
and the rising movement towards profitability of public enterprises that 
it shows. Even in absolute terms, if we compare this performance with 
that of the private sector on the basis of a Reserve Bank Survey of 
1,333 Mected companies with total paid-up capital of Rs. 721.4 crores, 
a net worth of Rs. 1,217 crores and gross capital of Rs. 2,627 crores, 
we find that the figures of gross profits as percentage of total capital 
employed was 10. 1, while net profits as percentage of net worth was 9 
per cent. The difference between the rates of gross profits as percentage 
of total capital employed and net profits as percentage of net worth 
are not significantly higher than those in the public Sector. Such 
difference, as there is, can be more than explained by the long period 
during which the concerns in the private sector have been operating, as 
also the more profitable nature of the commodities they are engaged in 
producing. It is also interesting to note that wheres gross profit as 
percentage of total capital employed in running concerns rose only 
marginally from 10 per cent to 10.1 per cent between 1961-62 and 
1962-63, the corresponding figures for the running concerns in the 
public sector show a rise from 5.2 to 7.8 per cent. Similarly, while net 
profits as percentage of net worth have actually declined in the case of 
private sector from 10 per cent to 9 per cent during these two years, the 
corresponding figures for the public sector enterprises show a rise from 
4.1 to 6.7 per cent. In the face of these facts, it is really surprising to 
hear so much uninformed but nevertheless curiously emphatic assertions 
made by interested parties about the non-profitability of public sector 
enterprises and their allegedly significantly inferior position in economic 
terms as compared to private enterprises. 

Appendix B (i) and (ii) to this article gives relevant figures regard- 
ing the running concerns in the public sector and the profitability ratios 
in the private sector as estimated by the Reserve Bank Survey of 1,333 
selected joint stock companies in the private sector. 

As regards the fourth category, namely, promotional and develop- 
mental undertakings, it does not, by definition, lend itself to the cri- 
teria of profitability as in the case of the other public sector under- 
takings in the industrial and commercial field. The investment in these 
undertakings was Rs. 59.4 crores at the end of 1962-63 and they num- 
bered 9, as listed below: 

1 . Central Warehousing Corporation. 

2. Export Risks Insurance Corporation Ltd. 
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Export Credit and Guarantee Corporation Ltd.) 

3. Handicrafts and Handloom Exports Corporation of India Ltd. 

4. National Industrial Development Corporation Ltd. 

5. National Research Development Corporation of India. 

6. Oil and Natual Gas Commission. 

7. National Small Industries Corporation Ltd. 

8. Rehabilitation Housing Corporation Ltd. 

9. Rehabilitation Industries Corporation Ltd. 

Even in their case, it is interesting to note that their income and 
expenditure are practically in balance, while a reserve of Rs. 107 lakhs 
have been built up since their inception. 

MANAGEMENT AND ACCOUNTABILITY OF THE PUBLIC SECTOR 

While it is true that the record of the public sector does not com- 
pare unfavourable with that in the private sector, there are certain pro- 
blems facing the public sector enterprises which have to be solved if 
they are effectively to play the role envisaged for them in the planned 
development of our economy towards the establishment of a socialist 
society. The first point to emphasise, though perhaps the need for 
reiterating this emphasis is much less today than it was in 1956 when 
I first wrote on the subject, is that contrary to some popular notions 
on the subject, profits have an important place in a socialist society. 
The difference between the economic price and the social price would 
be what may be called planned profit, and this would largely corres- 
pond to the excise duties and sales tax and other indirect taxes that 
are imposed in a capitalist society, these planned profits being no more 
than a way of mobilising resources and making them available to the 
community for purposes both of investment and maintenance expendi- 
ture, ’ 

Profits also have another important role to play insofar as they 
relate to the economic price itself. The economic price fixed at any 
particular moment of time is obviously based on the capital, technique, 
and productivity of the given base period when this price is fixed; any 
improvement in productivity is bound to lead to a decrease in the cost 
of production, and, in turn, this would lead to the emergence of a 
surpuls within the economic price itself and that would be a surpuls 
which will represent a measure of the nation’s increase in productivity. 
This surpuls would not be the result of the policies laid down at 
national level as in the case of difference between the economic price 
and the social price. On the contrary, it would represent the result of 
the motivations and efforts of a large number of persons engaged in 
productive activity. Hence the importance of arranging for proper 
incentives to stimulate the creation of this kind of surplus. That is the 
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reason why in socialist societies, now-a-days, individual enterprises 
are permitted to retain a larger share of such surpulses as they may 
create by an increase in productivity, this larger share to be used by 
them partly for increasing individual incomes of those engaged in the 
enterprises and partly for giving an opportunity to the enterprises in 
question to build up the financial resources needed for following their 
own independent investment policies. 

The second important problem that faces the public sector is the 
question of management. There is no doubt that management both 
at the top level as well as middle levels forms the most important instru- 
ment for the development of the economy. The growth of public 
enterprises cannot be determined merely by resolutions or by centrally 
formulated rules and regulations or even by merely stepping up the 
quantum of public investment. A great deal has to be left to the dis- 
cretion, intelligence, imagination, confidence and initiative of the 
person or persons who are in charge of decision-making in individual 
enterprises. I know that this problem of reconciling managerial initia- 
tive and autonomy with ministerial accountability to Parliament is a 
difficult and complex problem to which we have not yet succeeded in 
finding a solution. It is perhaps inevitable that managers in the public 
sector will always have some headaches as compared to their com- 
peers in the private sector because the former are answerable to 
ministers who in turn are responsible to Parliament, to the* press and 
to public opinion. It is, therefore, inevitable that some handicaps and 
extra loads will fall on the shoulders of managers of public enter- 
prises. At the same time, we cannot let the bugbear of public accoun- 
tability to be so operated as to kill enthusiasm and initiative in indivi- 
dual public enterprises and prevent them from growing to the levels of 
output and efficiency that they must rise to, if they are to play a signi- 
ficant role in the building of the Indian economy. Even under the 
existing framework, I believe, there are a great number of rules and pro- 
cedures which prevent individual managements from exercising their full 
decision-making powers. Surely, it should be possible to amend and 
modify, if not eliminate, some of these economically unjustified and 
psychological irritating rules and procedures without affecting the basic 
rationale behind public accountability. 

It is, I think, also necessary to take a fresh and comprehensive view 
of this problem of reconciliation between central control necessitated 
by public accountability and individual autonomy necessitated by the 
needs of growth and increasing profitability. As I have already 
stated, public sector enterprises in industry and commerce would by the 
end of the Fourth Plan be responsible for investment to the tune of more 
than Rs. 5,691 crores and it may well be that even this vast figure might 
find itself more than doubled by the time we come to the end of the 
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Fifth Plan. Public enterprises are thus going to constitute a most signi- 
ficant sector of the Indian economy and will indeed occupy a com- 
manding position as far as organised industry and commerce are 
concerned. It is, therefore, absolutely essential that considerations of 
efficiency, profitability, and growth must all be given their proper place 
in addition to the factor of public accountability, which of course 
cannot be ignored in a democratic society like ours. I would, therefore, 
plead most earnestly for the gathering together of all experiences in this 
field; and for doing this, it is on the Soviet Union rather on the western 
countries that we will have to fall back upon. After gathering and 
analysing all available material in regard to the ways and means by 
which this problem of reconciliation is attempted to be solved in the 
Soviet Union and also the manner in which individual giant concerns in 
the western capitalist countries have attempted to solve this problem of 
reconciliation between their centralised control and the growth and 
profitability of their branches, subsidiaries, and allied units, we should 
then of course have to do our own thinking in the context of Indian 
conditions and evolve a policy that will attempt reconciliation to the 
maximum possible extent between public accountability and individual 
enterprise initative in the public sector in industry and commerce 
in this country. I believe that this is a must which cannot be ignored 
if we want public enterprises in India to play the role that has been 
envisaged for them in our policy resolutions and in our plan docu- 
ments. 

PHILOSOPHY OF DEMOCRATIC SOCIALISM 

Finally, I would like to re-emphasise the social considerations and 
the philosophy underlying the extension we are envisaging of public 
enterprises in India. While purely economic considerations are most 
important, public enterprises are not just business concerns in the sense in 
which it is understood by private enterprises. There is a certain philo- 
sophy behind the extension of our public sector. This philosophy is, as 
is well known, the philosophy of democratic socialism. We are wanting 
to use the public sector as a major instrument for bringing into existence 
and operating a democratic socialist society in our country. In fact, the 
two major instruments envisaged for establishing a socialist society in 
our country, are, on the one hand, a very large increase in the facilities 
in social services and education and equalisation of opportunities and 
on the other hand, a very large extension of the public sector. The 
strategy which we employ for bringing into existence a socialist demo- 
cracy through constitutional methods and consistently with preserving 
the freedoms associated with political democracy is through the exten- 
sion of the public sector. 

It is high time, therefore, that those concerned with both the esta- 


12 .Public ^Enterprises 

hlishmmt and management of public enterprises in this country should 
consider this aspect of the matter. Apart from the need for public 
sector enterprises observing all the labour laws and functioning as model 
employers to the extent that our resources and the current stage in our 
economic development permit, it is most important that the worker in 
the public sector enterprises should feel much more identified with his 
work than one who works in private sector enterprises. It is essential 
that this identification and sense of participation is established between 
workers, management, and government in our public sector enterprises. 
If public sector enterprises are to fulfil the philosophy underlying their 
establishment, workers in these enterprises must be more efficient than 
in the private sector and they must be much more identified with the 
management than in the private sector. In a way, both these desiderata 
are interlinked. It is high time that we set about examining in detail 
how to establish a sense of identification and participation between 
workers, management and government in the public sector. Speeches 
and exhortations will not bring about the desired results. Deliberately 
selected and intelligent techniques have to be employed, covering the 
entire field of incentives, psychological stimulii, built-in-institutions for 
cooperation and participation, etc. 

CONCLUSION 

To conclude, public sector enterprises have come to stay in India. 
They are also growing in size and stature and increasing their profitabi- 
lity. They are certainly going to become more and more important 
not only in the growth and functioning of the Indian economy but also 
in shaping the future of the Indian society. I regard public enterprises 
as the army of the constitutional advance of this country into a socialist 
democracy. To my mind they constitute the j^ioneers. They are the 
sappers and miners of our socialist army. It is they who can help 
government in concrete terms in taking the country forward to the 
establishment of democratic socialism. If my view is accepted, then I 
would urge it is high time we started examining the subject of public 
enterprises in the Indian economy from this angle, initiate studies, col- 
lect comparative data, make enquiries, garner relevant experience from 
abroad, and finally chalk out a concrete and detailed plan of policy and 
operation for public sector enterprises that will help them to fulfil 
tht social and economic philosophy behind their establishment and 
expansion. 
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Appendix A 

INDUSTRIES LISTED IN SCHEDULES W AND OF 
; THE INDUSTRIAL POLICY RESOLUTIO^N^ 

SCHEDULE A 

1. Arms and ammunition and allied items of defence equipment. 

2. Atomic energy. 

3. Iron and steel. 

4. Heavy castings and forgings of iron and steel. 

5. Heavy plant and machinery required for iron and steel production, 
for mining, for machine tool manufacture and for such other basic 
industries as may be specified by the Central Government. 

6. Heavy electrical plant including large hydraulic and steam turbines. 

7. Coal and lignite. 

8. Mineral oils. 

9. Mining of iron ore, manganese ore, chrome ore, gypsum, sulphur, 
gold and diamond. 

10. Mining and processing of copper, lead, zinc, tin, molydbenum and 
wolfram. 

11. Minerals specified in the Schedule to the Atomic Energy (Control of 
Production and Use) Order, 1953. 

12. Aircraft. 

13. Airtransport. 

14. Railway transport. 

15. Shipbuilding. 

16. Telephones and telephone cables, telegraphs and wireless apparatus 
(excluding radio receiving sets). 

17. Generation and distribution of electricity. 

SCHEDULE B 

1. All other minerals except 'minor minerals’ as defined in Section 3 
of the Minerals Concession Rules, 1949. 

2. Aluminium and other non-ferrous metals not included in Schedule 

‘ 

3. Machine tools. 

4. Ferro-alloys and tool steels. 

5. Basic and intermediate products required by chemical industries 
such as the manufacture of drugs, dyestufls and plastics. 

6. Antibiotics and other essential drugs. 

7. Fertilisers. 

8. Synthetic rubber. 

9. Carbonisation of coal. 

10. Chemical pulp. 

11. Road transport. 

12. Sea transport. 
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Appendix B(i) 


PROFITABILITY OF RUNNING CONCERNS IN THE 
PUBLIC SECTOR 


f 

Gross profits 
as percentage of 
capital employed 

1961-62 1962-^ 

Net profits as 
percentage of 
net worth 

196N62 1962^3 

(1) 

(2) 

(3) 

(4) 

(5) 

FOR ALL UNDERTAKINGS 

5.2 

7.8 

4.1 

6.7 

Engineering 

Hindustan Machine Tools Ltd. 

14.0 

21.4 

17.7 

17.9 

Hindustan Cables Ltd. 

8.9 

12.9 

6.9 

10.6 

Indian Telephone Industries Ltd. 

10.7 

13.8 

5.3 

8.0 

Bharat Electronics Ltd. 

4.7 

7.2 

5.0 

8.4 

National Instruments Ltd. 

2.0 

11.1 

1.4 

4.8 

Hindustan Aircraft Ltd. 

3.7 

5.2 

3.8 

4.8 

Praga Tools Corporation Ltd. 

L 

1.9 

L 

0.2 

Nahan Foundry Ltd. 

3.5 

L 

1.0 

L 

Chemicals 

Hindustan Antibiotics Ltd. 

27.8 

22.5 

13.2 

11.0 

Hindustan Insecticides Ltd. 

15.6 

23.2 

9.2 

8.9 

Hindustan Salts Ltd. 

9.9 

9.9 

7.3 

7.3 

Fertiliser Corporation of India Ltd. 1.2 

3.7 

0.3 

3.1 

Mining and Minerals 

Indian Rare Earths Ltd. 

4.5 

11.2 

4.4 

10.3 

Travancore Minerals Ltd. 

18.8 

24.2 

9.1 

4.8 

National Coal Dev. Copn. Ltd. 

0.8 

3.3 

L 

3.3 

Building and Repairing Ships 

Gardenreach Workshops Ltd. 

3.4 

7.0 

2.4 

7.1 

Mazagon Dock Ltd. 

7.9 

11.8 

10.2 

6.7 

Hindustan Shipyard Ltd. 

0.5 

0.1 

0.1 

0.1 

Aviation and Shipping 

Moghul Line Ltd. 

17.9 

17.5 

5.3 

8.4 

Air India 

3.0 

8.3 

4.4 

14.4 


( Continued) 
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(1) 

(2) 

(3) 

(4) 

(5) 

Indian Airlines Corpn. 

0.6 

3.6 

0.9 

5.5 

Shipping Corpn. of India Ltd. 

5.3 

6.3 

4.1 

5.0 

Miscellaneous 

State Trading Corpn. of India Ltd. 

34.3 

42.9 

22.7 

13.9 

Indian Oil Co. Ltd. 

National Projects Construction 

L 

11.8 

L 

16.5 

Corporation Ltd. 

National Newsprint & Paper Mills 

13.4 

8.2 

5.4 

13.0 

Ltd. 

9.0 

10.0 

10.1 

10.6 

Ashoka Hotels Ltd. 

14.8 

17.5 

16.3 

7.8 

Hindustan Housing Factory Ltd. 
National Buildings Construction 

14.2 

6.2 

9.9 

4.2 

Corpn. Ltd. 

L 

L 

L 

L 


‘Gross profit’ represents the excess of income over expenditure after providing 
for depreciation but before providing for interest, taxes and allocations to reserves. 
‘Net worth’ represents the paid-up capital plus reserves less intangible assets. 
‘Capital employed’ represents gross block less, depreciation plus working capital. 
L=Loss. 
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Appendix B(ii} 

PROFITABILITY OF RUNNING CONCERNS IN THE 
PRIVATE SECTORS 


Gross profits as Profits after 
No. percentage of tax as percentage 
Industry of total capital of net worth 

Cos. employed 

, * , f * , 

1961-62 1962-63 1961-62 1962-63 


Tea plantations 

147 

9.4 

10.7 

6.0 

5.9 

Coffee plantations 

15 

6.4 

12.2 

4.4 

7.5 

Rubber plantations 

21 

14.0 

13.3 

7.3 

8.0 

Coalmining 

47 

8.3 

9.5 

5.7 

8.1 

Edible, vegetable and hydro- 
genated oils 

16 

7.4 

7.3 

6.4 

7,9 

Sugar 

79 

7.4 

7.6 

7.4 

3.5 

Tobacco 

5 

11.7 

14.2 

6.9 

7.7 

Cotton textiles 

262 

12.9 

7.9 

13.1 

5.8 

Jute textiles 

58 

3.4 

16.4 

0.2 

19.5 

Silk and rayon textiles 

10 

13.2 

9.7 

17.1 

11.1 

Woollen textiles 

7 

20.1 

17.5 

19.9 

17.4 

Iron and steel 

2 

8.0 

9.6 

10.2 

12.8 

Non-ferrous metals 

7 

10.9 

10.0 

9.0 

9.9 

Transport equipment 

32 

10.1 

10.6 

11.0 

9.5 

Electrical machinery, apparatus 
and appliances, etc. 

45 

11.6 

14.1 

13.4 

11.5 

Machinery (other than transport 
and electrical) 

52 

10.4 

11.0 

12.8 

10.7 

Foundries and engineering 
workshops 

25 

9.3 

10.3 

8.7 

9.3 

Ferrous/non-ferrous metal 
products 

24 

11.1 

11.2 

9.9 

9.8 

Basic industrial chemicals 

35 

12.3 

10.5 

13.1 

11.4 

Medicines and pharmaceutical 
preparations 

33 

13.5 

13.7 

15.9 

12.0 

Other chemical products 

21 

11.2 

13.4 

10.3 

9.8 

Matches 

2 

16.2 

17.6 

11.7 

13.4 

Mineral oils 

3 

14.1 

14.3 

10.8 

7.1 

Cement 

15 

8.7 

11.4 

7.9 

9.4 

Paper and paper products 

21 

8.4 

8.3 

8.0 

7.1 

Electricity generation and supply 32 

8.0 

7.6 

8.3 

7.1 

Trading 

72 

9.2 

8.7 

10.4 

8.6 

Shipping 

14 

0.8 

4.9 

1.9 

3.0 


Total (including others) 1,333 10.0 10.1 10.0 


9.0 



Evolving Pattern in the Organi- 
sation and Administration 
of Public Enterprises’" 

H.K. Paranjape 


T he government of India inherited a public sector of signi- 
ficant magnitude at the time of Independence. The railways the 
posts and telegraphs (including the telephone systems), the all India 
radio, the Hindustan Aircraft and a number of ordnance factories were 
already owned and managed by the Government of India in 1947. As 
a result of the policies adopted by the Government of India in the second 
world war period, projects for the production of locomotives, telephones 
and fertilisers had been taken up and some progress had been made by 
1947 regarding their execution. 

As a result of the increased emphasis on economic development 
after independence and the acceptance of the idea of direct state parti- 
cipation in the development process, a number of new projects in the 
irrigation, power, public utilities and manufacturing fields were taken up 
by government in the period immediately after Independence. This 
process was further accentuated with the setting up of the planning 
Commission and formulation of the First Five Year Plan. The adoption 
by government in 1954 of “a socialistic pattern of society” as the 
objective of its economic policy, and the increased emphasis on 
industrialisation in the Second Five Year Plan resulted in an even larger 
number of projects for developing new industries being established in 
the public sector. Thus, public sector units have been established on 
an increasing scale in industries like steel, heavy machine building, 
metallurgy, non-ferrous metals, coal mines, telephones, cables and tele- 
printers, fertilisers, heavy electricals, chemicals, drugs and pharmaceuti- 
cals, insecticides, electronics and similar other new and basic industries. 
The government also took over some private sector units which were 

‘From Indicfti Journal of Public Adnunistration, Vol. IX, No. 3, 1963, pp. 396-418. 
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vital for the country’s economic development but which could not pro- 
gress sufficiently under private auspices. Such industries included 
shipbuilding and air transport. Government also took over some 
important financial institutions for the purpose of more effectively pur- 
suing its economic policy, the most important amongst these being the 
Reserve Bank of India, the Imperial Bank of India and life insurance 
companies. It also set up a number of financial institutions for provid- 
ing development finance to different sectors of the economy a state 
trading organisation (the State Trading Corporation) for the purpose 
mainly of carrying on trade with communist countries and a Shipping 
Corporation for the purpose of increasing the tonnage for carrying 
India’s ocean borne trade. 

For effectively participating in the vast construction activities that 
were being undertaken in the country as a result of the development 
plans, two construction organisations— the National Projects Cons- 
truction Corporation and the National Buildings Construction Corpo- 
ration— were also set up. As a result of all these developments, enter- 
prises owned and controlled by the Government of India have come to 
constitute a large and significant part of the national economy. 

FORM OF ORGANISATION 

In the years immediately after Independence, there seemed to be a 
growing a cceptance of the ‘public corporation’ as the appropriate form 
of organisation for public sector undertakings. The Reserve Bank, the 
Damodar Valley Corporation, the Industrial Finance Corporation and the 
Air Corporations are examples of the policy in this period. However, 
even at that time, there was no inclination to establish corporations for 
managing concerns which were already working as departments of 
government. The Indian Railway Enquiry Committee (1974) had sug- 
gested that the question of establishing a public corporation for the 
management of the railways should be taken up after a few years; but 
the government was not very much inclined to do so. The same was 
true about the All India Radio, the Posts and Telegraphs and the 
defence production units. It was felt that where departmental organisa- 
tions had been functioning for long, it was not necessary to convert 
their form to a corporate one. At the most, a special departmental set- 
up may be arranged to facilitate their smooth functioning. The Railway 
Board was already a separate organisation for managing the railways 
with almost full powers of management. Similar organisations were 
set up later for the management of the P & T and the defence produc- 
tion units. No changeover to the corporate pattern was considered 
necessary. 

As the government began to take up projects in the mining and 
manufacturing field, there were some misgivings about whether the 
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‘public corporation’ was the most suitable form of organisation for 
these. It was felt that with the large number of units that would be 
set up, it would be difBcult to find parliamentary time to pass the ne- 
cessary legislation. Moreover, a statutory corporation would not be a 
flexible enough form of organisation when the government was entering 
this field newly and where many changes may be found to be necessary 
as experience was gained. The public corporation form had been 
adopted for public utilities and major financial institutions, especially 
where some degree of monopoly was inevitable. But it was felt that 
this was not necessary in the case of mining and manufacturing units. 
The troublesome problems that arose in the case of the Daraodar 
Valley Corporation and, to some extent, the Industrial Finance Corpora.- 
tion^ might also have influenced government’s thinking. It is notable 
that since 1951-52 the form of the statutory corporation has been 
adopted only in a few of the new public undertakings, v/a., the State 
Bank of India, the Life In surance Corporation and the Central Ware- 
housing Corporation. 

The company form of organisation was already in use due to his- 
torical reasons in the case of a few state undertakings like Hindustan 
Aircraft. As government began to think of a suitable form of organisa- 
tion for the new and rapidly expanding undertakings in the mining and 
manufacturing fields, this form of organisation seems to have appealed 
to the policy-makers for a number of reasons. The form was already 
well-known, it had been in existence in the private sector for long, its 
legal terminology, etc., was already well-defined and it was not necessary 
to build up a new system which could lead to controversies and possibly 
various legal difficulties. Moreover, with government as the sole or 
predominant shareholder, the ' form offered sufficient flexibility for 
bringing about any changes in organisation that might be necessary as 
experience was gained. The possibility of a conflict between the top 
management and the government which, as the D.V.C.’s experience in- 
dicated, could be quite significant and embarrassing, could be minimised 
in the company form. Where partnership with private business concerns, 
Indian or foreign, was found to be necessary, this could be arranged 
and also when necessary modified more conveniently in the company 
form. For all these reasons, the government seems to have decided to 
adopt the company form of organisation for the bulk of the newly set 
up undertakings. Sindri Fertilisers and Indian Telephone Industries were 
the earliest to be set up under this form of organisation and the number 
of enterprises set up under government-owned companies has been 
rapidly increasing since then. Thus by the end of 1962, while the 

iSee Reports of the Damodar Valley Corporation Enquiry Committee (1 952-53 ( 
and the Industrial Finanpi Corporation Enquiry Committee (|952) . 
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number of departmental undertakings had remained constant at four 
(except that the number and complexity of defence production units 
had increased) and there were only eight statutory corporations, ail in 
the finance and public utilities field, the number of companies exclu- 
sively or principally owned and managed by the Government of India had 
increased beyond 50. 

The company form of organisation was criticised on various 
grounds by Members of Parliament, by the Estimates Committee and 
by the Comptroller and Auditor-General. The last authority even went 
to the extent of calling this “a fraud on the constitution”. In addition 
to the doctrinaire approach that the ‘public corporation’ was the only 
proper form of organising state undertakings, the main ' point of this 
criticism was that there was not enough accountability to parliament of 
enterprises organised in this way. There was some truth in this criticism 
and a special provision was included in the revised Campanies Act 
(1956) to take care of this problem. As a result of this, this form of 
organisation is no longer subjected to much criticism and it seems now 
to be generally accepted that it serves the purpose well enough. The 
government’s own view on this subject was recently stated as follows: 
“Government consider that the form of management of the undertakings 
should be determined by the requirements of each case. Accordingly, 
from the point of view of flexibility of operations, the company form of 
management would be preferable. In some instances, it would be neces- 
sary to form statutory corporations while in a few others, for various 
reasons, it would be desirable to run the undertakings as departmental 
organisations”.® 

PATTERNS OF OWNERSHIP 

In the large majority of cases, the Government of India is the sole 
owner of the enterprises that have been set up under its auspices. There 
are a few cases, however, where other parties have been taken as part- 
ners. 

In some cases, some state governments are partners in the enterprises. 
The most significant example of such a partnership is the DVC. Even 
though under the DVC. Act the Government of India had the main 
controlling authority and responsibility for the DVC, the governments 
of West Bengal and Bihar were made partners of the Government of 
India in this undertaking. This was done because it was felt that as the 
developments to be carried out by the DVC were in the regions 
covered by these two states, they should be associated with this project. 

^Government of India, Ministry of Commerce and Industry: Decisions of the 
Government of India on the Recommendations Contained in the Report of the Krishna 
Menott Committee and other Reports and Studies on the Running of Public Sector 
New Delhi, 1961, 
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In practice, however, this association seems to have proved to be a dis- 
advantage in the unified management and control of the DVC In the 
case of a few government companies, some state governments have been 
associated as minority shareholders. This is sometimes due to purely 
historical reasons— as in Hindustan Aircraft where the Government of 
Mysore was a partner in the undertaking from the time of its inception 
as a private business venture, or in Singareni Colleries and Praga Tools 
where the enterprises were originally state government concerns but could 
not develop without large scale financial participation by the Govern- 
ment of India, A few other cases however indicate certain possibilities 
which may be portents of future developments. 

Till recently, the allotment of shares to the Government of Mysore 
in the Indian Telephone Industries, whose works are situated in that 
state, could be treated as a decision taken at a time when the policy 
implications of such a decision were not clearly thought out. Nothing 
of this kind has been done in the case of other major public sector pro- 
jects. In 1956, however, in the case of Travancore Minerals Ltd., the 
State Governments of Kerala and Madras have been made partners and 
these two governments together hold 50 per cent of the share capital. 
There has been some public discussion about whether state governments 
will not press for the right to participate in the share capital of Central 
Government undertakings situated in their territories. If this happens, 
it can give rise to a host of problems regarding the management and 
eflScient conduct of these undertakings. Even now considerable pressure 
is reported to be put by state governments for preference in employ- 
ment for their people in the central undertakings situated in their terri- 
tories. Such pressures may increase and may be more effective if state 
governments can become partners and therefore enjoy guaranteed 
representation on the board of directors. Moreover, when the works of 
an undertaking are situated in more than one state, as is increasingly 
happening in the case of major undertakings, all the states concerned 
will have to be accepted as partners and unified control and efficient 
management will suffer. 

There are also some cases where private business concerns are 
accepted as partners in state undertakings. In some financial concerns, 
it is considered necessary to have certain private concerns as partners 
because the nature of the activity of the undertaking is such that it can 
be more effectively carried out under this system. When a financial 
concern serves both the public and the private sector, or especially the 
latter, it is thought worthwile to have representation of that sector on 
the managing board through such a partnership. Thus the share capital 
of the Industrial Finance Corporation, the State Bank of India and its 
subsidiaries and bodies like the Refinance Corporation for Industry has 
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been permitted to be partially contributed by private shareholders, ins- 
titutional or individual. 

In other cases, private parties continue as shareholders because of 
the fact that the project was originally undertaken in the private sector 
and the state had to come in because the private parties could not find 
enough capital to go on with the project. Hindustan Shipyard was one 
example of this (though later on, by mutual agreement, the government 
took over the shares of the private partner), others in this category being 
the National Newsprint and Paper Mills (where a state government was 
also one of the original sponsors and continues as a minority share- 
holder) and the Ashoka Hotel. 

The third type in this category is represented by the Indian Tele- 
phone Industries. The foreign firm which collaborated in the setting up 
of this project was permitted to hold a small proportion of shares in the 
concern, the idea being that the firm would feel more interested in the 
success of the project if it was made a partner in the concern. Similarly, 
the foreign group which collaborated in the setting up of the Rourkela 
Steel Plant was also originally made a minority partner in the concern. 
But later on it was decided to terminate this arrangement. The balance 
of advantage did not lie in making the foreign firm a partner in all cases 
of collaboration and it would have been invidious to permit such an 
arrangement in some cases and not in others. Curiously enough, in 
the case of Hindustan Organic Chemicals Ltd., a government company 
registered in 1960, this idea seems to have been revived and, under the 
collaboration agreement, a small part of the share capital is being 
allocated to the foreign collaborating group in lieu of their fees for tech- 
nical assistance, etc. 

Another development in the pattern of ownership in state under- 
takings is the establishment of concerns which are subsidiaries of state 
undertakings. This pattern is to be found especially in respect of finan- 
cial unertakings. The Reserve Bank, which is fully state-owned, holds 
majority shares in the State Bank of India which in turn holds majority 
shares in eight subsidiary banks. The Government of India, the Reserve 
Bank, the State Bank and the Life Insurance Corporation together hold 
a large part of the share capital of the Refinance Corporation for Indus- 
try. As a matter of fact, there was some fear in private business circles 
that the government’s ownership of the Life Insurance Corporation, the 
largest single investor in equity capital in the country, would be used for 
backdoor nationalization. The government, however, seems to have 
decided not to use the L.I.C.’s investments for the purpose of obtaining 
control over private sector undertakings. 

The idea of permitting a part of the share capital in state under- 
takings to be held by the public seems to have received some support in 
parliamentary and government circles a few years ago. A study group 
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set up by the PlaiiBiiig Commission was reported to have recommended 
that 25 per cent of the shares of a few government concerns, already well 
established had not engaged in monopolistic or semi-monopolistic fields, 
should be thrown open for public subscription. The main motive 
underlying the recommendation seems to have been to associate the 
general public as partners with the government in the management of 
these concerns, ‘‘in the bearing of risks and uncertainties and in the 
sharing of the toils and travails connected with expansion and develop- 
ment”. However, the arguments that this effect is not likely to be of 
any significant character and that there are significant dangers involved 
in such a policy for unified control and management of the concerns 
seem to have prevailed and no such experiment has been tried by 
government.^ 

STRUCTURE OF THE PUBLIC SECTOR 

In public sector undertakings, the controlling ministry is at the 
apex and the operational unit— the individual plant or the individual 
mine— at the bottom. Whether there are any intermediary organisa- 
tions depends upon the nature of the undertaking and the overall policy 
of government about organisation. 

The distribution of public undertakings amongst dijBTerent minis- 
tries has to some extent been influenced by historical reasons. The 
Chittaranjan Locomotive Works, for example, was organised to meet 
the requirements of the Railways and was therefore made a part of the 
railway organisation. The telephone factory was organised for meet- 
ing the needs of the Posts and Telegaraphs Department and, therefore, it 
was placed under the Department of Communications which is in overall 
charge of the Posts and Telegraphs. Gradually the allotment of en- 
terprises to different ministries came to be related to the overall func- 
tions of a ministry. All financial undertakings were put under the 
Ministry of Finance, the Damodar Valley Corporation and the National 
Projects, Construction Corporation were put under the Ministry of 
Irrigation and Power and most of the new manufacturing enterprises 
under the ministry which was looking after industries. In 1952 a new 
Ministry of Production was formed and quite a large number of the 
manufacturing enterprises in the public sector were put under its con- 
trol. The Department of Steel was set up mainly for looking after the 
new public sector steel projects. In 1956, the Ministry of Production 
was abolished and most of the enterprises under its control were trans- 
ferred to the Ministry of Commerce and Industry. A new Ministry of 

^For a detailed discussion of this proposal see the present author’s ‘‘Public 
Participation in the Capital of State Undertakings'’ in /LLC.C. Economic Review^ 
January 6, 1961, pp. 63-67; also see Capital, November 3, 1960, pp. 631-32. 
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Steel, Mines and Fuel was established with two departments— the 
Department of Steel and the Department of Mines and Fuel— under it. 
In 1962 there was a further reorganisation of ministries; a new Depart- 
ment of Heavy Industries was created and the more important of the 
public sector industrial projects were transferred to it. Thus the present 
organisation at the government level is that a number of indistries and 
departments control public sector undertakings, those controlling a large 
number being the Ministries- of Finance, Defence, Industries and Mines 
and Fuel, the Departments of Steel, Heavy Industries, Transport and 
Gommunications, and of course the Ministry of Railways (Railway 
Board). Enterprises in the field of atomic energy have from the begin- 
ning been put under the charge of the Department of Atomic Energy. 
Unlike at the time when the Ministry of Production was in existence, 
now there is no ministry or department whose exclusive task it is to look 
after public sector undertakings in a particular field. The ministries and 
departments are allotted certain functions and they control private as 
well as public enterprises which come under their functional scope. 
The main exception to this arises in the case of some manufaciuring and 
engineering enterprises which either because they are serving the needs 
of particular departments or undertakings under these departments or 
because of some other reasons, have been from their inception under 
these departments. Thus, not only the Air Corporations but also the 
Hindustan Shipyard is controlled by the Department of Transport; 
not only the P & T but also the telephone and tele-printer factories are 
controlled by the Department of Communications; and Hindustan 
Aircraft and Bharat Electronics are controlled by the Ministry of 
Defence. 

There has been no organisation in the government which is specially 
given the authority and responsibility for looking after the common 
problems of public sector undertakings. At a time when the large bulk 
of enterprises were under the control of the Commerce and Industries 
Ministry, a Projects Coordination Committee had been set up under that 
Ministry for the purpose of ensuring coordinated policy-making in 
public undertakings. Representatives of related ministries and other 
public sector projects were also sometimes invited to attend the meet- 
ings of this committee. However, the experiment of this committee does 
not seem to have succeeded, only a few meetings being held between 
1957, when the Committee was first organised, and 1961. 

In 1961 the Ministry of Commerce and Industry was also given the 
task of coordinating the overall policies of public sector undertakings in 
non-financial matters. However, with the reorganisation of ministries 
in 1962 as explained above, this particular ministry lost the more 
important undertakings to the new Department of Heavy Industries and 
since then the Projects Coordination Committee as well as the general 
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coordiiiation work seem to have been in abeyance. On the financial side, 
the coordination of policies is attempted to be ensured through the 
Project Coordination Section of the Cepartment of Expenditure in the 
Ministry of Finance. The fact that a few senior officers from this depart- 
ment sit on the boards of a number of undertakings further facilitates 
such coordination. The Ministry of Labour has sometimes attempted to 
bring about coordination in the labour policies of public undertakings 
through holding meetings of the representatives of concerned ministries 
and enterprises. There is however as yet no organisation in government 
which has the overall responsibility for examining the common overall 
problems of public sector undertakings and coordinating their policies. 

One method of bringing about some coordination in the policies of 
closely related enterprises is to arrange some type of interlinking among 
them. In the financial enterprises this is done through the interlinking 
of capital holdings as explained earlier. We also find that the instrument 
of common directors is used to bring about a certain degree of inter- 
linking. We have already mentioned the case of officers from the 
Finance Ministry who are directors of a number of enterprises. Similarly, 
some officers may be directors of a number of enterprises under the 
control of a particular ministry. There seems to be in some cases a 
deliberate policy of appointing common directors in the case of enter- 
prises which lie in th^ same geographical or technical areas; for example, 
we have such interlinking of directors between Air India and the Indian 
Airlines Corporation, the Reserve Bank of India, the State Bank of 
India, and other financial enterprises, Hindustan Steel and the Heavy 
Engineering Corporation, and the Oil and Natural Gas Commission and 
other public undertakings in the petroleum field. 

A more direct way of ensuring coordinated policy-making amongst 
units which work in the same technical area or which are in some other 
ways closely connected is of course to have a common top management 
for such units. This can be done through putting such units under one 
undertaking. In the earlier stages of the development of the public 
sector, the policy seems to have been to set up a separate organisation 
for each producing unit. Thus, after the establishment of Sindri Fer- 
tilisers and Chemicals, when it was decided to develop another fertiliser 
unit at Nangal, a new company was set up for managing it. But later 
on this policy underwent a change. All the three steel projects in the 
public sector were put under one company, the Hindustan Steel Ltd., 
all the fertiliser units (including that at Rourkela which was originally 
put under Hindustan Steel) under the Fertiliser Corporation of India 
and so on. The new units that are being set up for the production of 
machine tools are being up under the overall charge of Hindustan 
Machine Tools and those in the field of heavy electricals under Heavy 
Electricals. The Drugs and Pharmaceuticals, the Heavy Engineering 
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Corporation and the Shipping Corporation are other examples of this 
policy. It cannot however be said that this pattern of organisation is 
definitely established and accepted. While there has been from the be- 
ginning a discussion about the desirability of having only one corpora- 
tion for internal as well as international air transport, the government did 
not and has not yet accepted this solution. The Hindustan Teleprinters 
being set up as an independent company, even though it lies broadly in 
the same field as the Indian Telephone Industries and is even controlled 
by the same ministry, is another indication of the hesitation in firmly 
adopting this kind of organisational pattern. 

This hesitation is probably due to genuine doubts about the effec- 
tiveness of this pattern of organisation. The discussion in this respect 
in recent years has specially concentrated around the organisation of 
Hindustan Steel. There has been a view persistently coming up that the 
creation of an intermediary organisation between the controlling 
ministry and the individual plants is on balance not advantageous. It is 
said that effective control regarding most problems , of higher manage- 
ment has been and will always be exercised by government, therefore, the 
headquarters organisation such as the Hindustan Steel management at 
Ranchi just proves to be an ineffective intermediary — almost a post-office 
—between the government and the plant management. It has, therefore, 
been sometimes suggested that the government should deal directly with 
the individual plants and that this middle organisation should be aboli- 
shed. The government has not accepted this suggestion. It is interesting 
to note however that a decision has already been taken not to put the 
proposed steel plant atBokaro under the management of Hindustan Steel. 
A separate company is going to be set up for that purpose. It is how- 
ever, possible that this decision arises from the very special factors that 
affect the proposed project at Bokaro and is not necessarily an indica- 
tion of the future policy of government about the pattern of organisa- 
tion. 

THE QUESTION OF AUTONOMY 

Almost since the beginning of the post-Independence development 
of the public sector, the question of the autonomy that the managements 
of these undertakings should enjoy has aroused considerable discussion. 
In the case of the Damodar Valley Corporation the question became 
especially controversial because the Corporation’s first board insisted on 
carrying on its work in an autonomous way as provided for in the Act 
while the controlling ininistry and the Ministry of Finance seemed to 
hold a different view in the matter. The question again came to public 
attention as a result of the controversy that arose regarding certain 
investments made by the Life Insurance Corporation and the conclu- 
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sions which the Chagla Commission^ stated in its enquiry report on this 
sulyject. 

The question of autonomy seems to be raised many times on a 
somewhat fallacious understanding of the situation regarding publie 
sector undertakings in other countries and specially in the U.K. Many 
persons had the impression, principally based on the nationalization 
statutes in the U.K,, that the public undertakings there enjoyed virtually 
full autonomy except in matters which were formally reserved for go- 
vernment decisions. The material that has become available recently 
about the actual way in which the British public undertakings function, 
especially the reports of the Select Committee of the House of Commons 
on nationalised industries, quite clearly indicates that there is a great 
deal of indirect influence exercised by government in matters supposed 
to be purely within the jurisdiction of the undertakings. It is also some- 
times overlooked in these discussions that in India we are attempting to 
build up a planned economy. Even private sector undertakings are 
subject to considerable controls by government. Public undertakings 
moreover are set up principally in fields that are vital to economic 
growth and the proper functioning of the economic system and they are, 
therefore, bound to be subject to greater regulation and control than 
private undertakings. As a matter of fact, one of the reasons why certain 
undertakings are nationalised or a decision is taken to reserve the 
development of certain industries for the public sector is that close 
control and regulation is considered necessary in their cases so that 
their development may take place in accordance with the requirements 
of public interest. Therefore, there can be no question of public under- 
takings in India enjoying ‘full’ autonomy, whatever that may be. Deci- 
sions on matters like location of new projects, investments, foreign 
collaboration, overall policy regarding salaries and wages, the composi- 
tion of output, the use of surpluses, price policy and labour policy are 
bound to- be reserved for the consideration of government. This is in- 
dicated by the power reserved to government under the public corpora- 
tion statutes and the articles of association of government companies. 
As in most other countries, including the U.K., the government also has 
the power of giving directions in policy matters where these are thought 
to be necessary. 

The real question is, therefore, not whether the government should 
exercise a significant degree of control over these undertakings or not; 
it is clear that in a public undertaking many of the functions that would 
be carried out by the board of directors in a public enterprise will have 
to be vested in government, especially in an economy which is increas- 

^Report of the Commission of Enquiry Mo the affairs of the Life Insurance 
Corporation of India, 1958. 



28 Public Enterprises 

ingly planned. The relevant question is, once these broad policy decisions 
are taken by government, should the actual management of the enterprise 
be left entirely to the top management that is appointed for that purpose 
or should the government in one way or another also participate in this 
task. The approach accepted by the Government of India in practice 
seems to be that it is necessary for government to be associated even in 
the process of decision-making in the enterprise. lt is not possible to 
distinguish clearly between broad policy decisions and management 
decisions; there is bound to be much overlapping between these, and 
therefore in order to ensure proper and smooth functioning it is much 
better to have a flexible approach in this matter. In pursuit of this 
policy, the government has developed a system of indirect control in 
addition to the formal controls and powers that the government has. 
The most important of such instruments was that in the board of 
directors appointed for carrying out the management of the enterprise, 
a number of government officials were included. Till recently in the case 
of the majority of boards, the secretary of the controlling ministry or 
another senior officer was appointed as chairman of the board; an officer 
of the Ministry of Finance was also included in the board. Moreover, 
the chairman as well as other directors, and especially the director from 
the Ministry of Finance, had the right to suggest that a matter that was 
being decided by the board should be reserved for obtaining the advice 
of government. This system could be relied upon to ensure that even in 
matters that were not formally reserved for government’s decision 
making, the government’s views would prevail. The effect of this system 
quite naturally varied from enterprise to enterprise. 

The actual working of the board depended, as it is bound to 
depend, upon the personalities involved. A strong and senior managing 
director who enjoyed the confidence of the minister in charge or some- 
times of other senior ministers was able to get the board to agree to his 
views on many matters, to go his own way and to make a success of his 
enterprise. If he belonged to the senior civil service of the country and 
was sufficiently senior in that service, that helped him also to obtain the 
concurrance of the civil service members of the board. There are some 
excellent examples of such successful functioning in the public sector, 
but there are also known to be other cases where such a special and 
advantageous situation did not exist. The top managers in such under- 
takings feel that the official directors fail to understand their point of 
view and their problems and that, therefore, efficiency suffers. The 
complaint seems to be not so much about the formal delegation of 
powers to the board as about the manner in which board itself 
functions because of this kind of composition. It is also alleged that 
instructions, oral or written, are received from ministries about matters 
that are within the powers of the enterprise management; but it is not 
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possible for the managements easily to ignore such instructions. The 
policy has the effect of blurring responsibilities and the creation of 
feelings of helplessness or indifference in the minds of the actual 
managers. 

As a result of the discussion about this problem and the experience 
gained, the government decided recently that the serectary to the 
government in the controlling ministry should not be on the board. It 
was also decided that though representatives of the controlling ministry 
and the ministry of finance should be on the board so as to maintain 
liaison between the government and the enterprises, they should have 
no power to reserve a proposal or decision for the advice of government. 
This power is now to be enjoyed only by the chairman of the board. 
It has also been decided that in order to ensure quick and well- 
considered decisions on references from public enterprises to govern- 
ment, the decisions should be taken at high levels in the secretariat. 
The powers of the boards are being enhanced and it is expected that 
this would also result in a greater autonomy in management being 
enjoyed by the boards^. 

MANAGEMENT BOARDS 

This leads us to the question of the changing pattern of the mana- 
gement boards of state enterprises. Confining our attention to enter- 
prises which are either fully or mainly owned and controlled by the 
Government of India, we find that a certain pattern for the board has 
been in existence for some time now, both in the case of statutory cor- 
porations and government companies. In addition to officers from the 
controlling ministry and the Ministry of Finance as mentioned above, 
there are a few other civil servants, some from other government orga- 
nisations which may be supposed to have some relationship with the 
functioning of the enterprise and sometimes also an officer from a state 
government— generally from the state where the project is located. 
There are generally two or three non-officials, one mostly a labour 
leader (generally belonging to the INTUC) and a businessman or a 
present or past member of the Union or state legislature or an economist 
or a retired civil servant, etc. There is generally only one full-time 
director, designated as managing director and/or chairman, and in all 
eases he is brought from outside the enterprise. This has been the 
normal pattern. But there are two kinds of exceptions. One is the case 
of finanacial corporations like the Reserve Bank, the State Bank and the 
Life Insurance Corporation. In all these, the number of non-official 
directors is large enough to give them a majority on the board; and 
many of these non-official directors represent some expertise or 

SGoverpment of India, Ministry of Commerce and Industry, op. cit 
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experience valuable to the functioning of the board. The number of full- 
tirne directors is also large. The other was the case of Hindustan Steel. 
We shall discuss it presently. 

This normal pattern of state enterprise boards came under a great 
deal of criticism. It is not now necessary for us to go over this ground 
fully as some significant changes in government’s policy in this regard 
were announced in 1961.® Some of the main points in the new policy 
have already been mentioned earlier. It was further decided that: 

(?) Members of parliament will not be appointed as directors of 
state undertakings. 

(n) No officer who is assigned ordinary secretariat duties would 
be appointed as a director in more than three or four concerns. 

(ff/) The chairman and/or the managing director would be full- 
timC) except in the case of very small concerns. 

(iv) Government did not like the idea of having internal part-time 
directors. When internal directors are appointed, they would 
be full-time directors. Reservation of all appointments on the 
board to company employees was likely to meet with practical 
difficulties and therefore cannot be accepted. 

(v) No full-time director should have any connection with private 
business. Part-time directors connected with private business may 
be appointed provided no question of conflict of interest was 
likely to arise. 

This policy no doubt goes a long way to meet the various objections 
raised against the pattern of boards set up by government up to now. 
The government seems to have agreed at that time that the ideal would 
be to have a significantly large number of internal full-time directois. 
A beginning was to be made by ensuring that in most cases at least the 
chairman and the managing director should be full-time. The implication 
seems to have been that more full-time directors would be appointed as 
necessary and available. They would not all or even mostly be internal 
at this stage because many of the undertakings being new they are not 
likely to throw up enough competent persons to be appointed as 
directors. 

As indicated earlier, in the context of state enterprises in an increas- 
ingly planned economy like India’s, major policy decisions regarding the 
enterprise are likely to be taken by the government and not by the 
enterprise board. Thus, the real function of the board will be to ensure 
the proper performance by the undertaking of the tasks set before it. 
Directors with a great deal of continuing outside experience and contacts 
are not really necessary on a board of this type. 

^Qovernment of India, Ministry of Commwe and Industry, op, ci(, 
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With the increasing tendency to group a number of similar units 
under one large firm, we are bound to see coming into existence a num- 
ber of giant-sized state enterprises. The board of Hindustan Steel before 
its recent reconstitution was thought to be a good example of what the 
pattern of boards for such enterprises can be expected to be. This board 
had a full-time chairman, who was the chief executive of the undertak- 
ing, four full-time directors each in charge of a particular function 
(personnel, finance, operations, construction), three (internal) part-time 
directors who were general managers of the three steel plants and two 
or three other part-time directors, one— a senior official of government, 
one— the chairman of the Heavy Engineering Corporation, and one — a 
labour leader from the INTUC who was the leader of trade unions 
of steel workers in the private sector. 

It was obviously thought that for a giant enterprise of the size of 
Hindustan Steel, it was necessary to have a board which has a large 
complement of full-time members. Because of the large number of pro- 
blems that are bound to arise all the time requiring review and decision- 
making by the board, only a board which has a large number of full- 
time members can cope up with this work. The difficulty that the part- 
time members were not likely to be available for frequent meetings, was 
got over by the creation of a Committee of Management and delegation 
by the board of substantial powers to this committee. Thus, the com- 
mittee, which mainly consisted of full time directors, could meet as often 
as necessary to dispose of the business. 

But surprisingly enough, this experiment, which was thought to be 
an indicator of the future pattern of the boards of state undertakings, 
has been given up and in the recent reconstitution of the Board of 
Hindustan Steel, the pattern usual in other undertakings has been 
followed. There will be a full-time chairman and in course of time all 
the other directors will be part-time. There will be a senior officer to 
represent the controlling ministry and the Ministry of Finance; in 
addition to the existing part-time directors, one, the chairman of a sister 
enterprise and one, a labour leader, there will be two well known man- 
agers from the private sector. The general managers of the three plants 
will continue to be part-time directors but this is said to be purely a 
transitional arrangement, as the government does not want to deprive 
persons who were already directors of their status as directors. But in 
future there will be no such inside part-time directors. Similarly, in the 
Fertiliser Corporation and the Heavy Electricals, the status of part-time 
director which was being enjoyed by the top managers of the individual 
plants is not being conferred on new incumbents of these positions. This 
seems to indicate that the government has now decided that the pattern 
of a predominantly functional board consisting mainly of persons work- 
ing full-time in the undertaking is not a suitable one, 
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The question of the type and composition of the board is inevitably 
closely related to the functions of the board. In the case of enterprises 
which are carrying out mainly governmental or similar functions, of 
which the Reserve Bank is the best example, a board which consists 
mainly of persons who can advise on broad problems of policy with 
knowledge and experience may be quite appropriate. But in the case of 
enterprises which have specific manufacturing or trading functions to 
perform, and in whose case broad policy decisions will anyway lie with 
government, the only function of the board will be to provide the over- 
all management of the enterprise— to appoint the principal executive, to 
define the organisational structure and internal relationships in the con- 
cern, to specify detailed targets of output, costs, etc., to exercise overall 
control, to review operations and provide correctives, to maintain liaison 
with government and parliament, and to prepare for the future by 
organising research, preparing expansion schemes, and arranging for their 
execution.- Can these functions be best performed by a board pre- 
dominantly consisting of members whose main area of activity lies out- 
side the enterprise? 

This problems has been debated for long in the literature on mana- 
gement organisation and it is obvious that one should not be dogmatic 
about the answer.'^ A great deal is bound to depend on the types of 
persons that are available for appointment, the confidence that they can 
obtain of the government and other such conditions that would vary 
from enterprise to enterprise and from time to time. It has been point- 
ed out that part-time members of the board can be of great help to the 
chief executive, chairman of managing director, not merely because of 
their knowledge and experience but because they can have influence with 
the minister and generally in the public which helps obtain support for 
the management once these persons can be convinced of the manage- 
ment’s case. It is also said that persons from the business world can be 
more easily persuaded to accept the management’s case because they are 
in touch with similar problems in their own concerns. It is also main- 
tained that to carry out the functions that a largely internal board can 
more effectively perform, there may be a Board of Management which 
consists of the heads of plants and heads of the main functional areas. 

'^The speech of P.L. Tandon, Chairman, Hindustan Lever Ltd., delivered at the 
recent annual general body meeting of that company, deals with the Lever Group’s 
approach to this problem and would be found interesting in this connection. See espe- 
cially the following extract: “We have no doctrinaire views on this subject (of working 
directors against outside advisory directors), but for the recurring day-to-day affairs 
of the Company, we think that a working board is the practical answer, which is also 
the experience of many progressive companies elsewhere. As for advice, we have 
plenty within the concern, but whenever we feel the need, we do not hesitate to look 
for it outside*’. The Economic Weekly^ June 15, 1963, p. 976. 
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This would also be useful to establish in a clear way the superior posi- 
tion of the chief executive— the full-time chairman or managing director. 

There is undoubtedly much to be said for this approach which is 
now again gathering strength in governmental circles. Boards of Man a- , 
gement already exist in some enterprises and if these are formed in 
others, they would carry out all the principal functions that were men- 
lioned earlier as those of a board. The board of directors will then be 
a body whose principal function will be to advise the chief executive 
and to help him in his functioning the government, the Parlia- 

ment and the public. One may wonder, however, whether it is really 
necessary to have boards of directors in state enterprises for this 
purpose. 

Whether it is called a board of management or a board of direc- 
tors, it is essential that there should be a body which consists predo- 
minantly of the principal executives of an enterprise and carries out the 
functions that are indicated above. Not having a competent and know- 
ledgeable body for this purpose is bound to have a deleterious effect on 
the functioning of an undertaking. It may even be that this body may 
be located in the controlling ministry itself. This will have the advan- 
tage that the problem of overlapping functions will not much arise. 
However, the disadvantages of this course-much greater possibility of 
political pressures and policy changes for purely temporary reasons, the 
unbusinesslike traditions and niethods of government organisations, 
etc.— will probably outweigh the possible advantages. 

TOP MANAGERS 

Most of the Chairmen, Managing Directors, and other full-time 
top managers of public undertakings have been drawn up to now from 
government services. Moreover, quite a significant proportion of them 
belong to the top generalist civil service—the ICS. In recent years 
an increasing number of persons with technical or financial experience 
in government organisations have also been appointed to such positions. 
There is no significant example as yet of persons from within an enter- 
prise rising up to the topmost positions outside of older organisations 
like the Railways, the Posts and Telegraphs, the All India Radio and 
the Reserve Bank. This is not very surprising because most of the public 
sector undertakings are new and there has not been enough time yet for 
men from within the organisation to grow up to occupy top positions. 
It is, however, necessary that a deliberate policy of developing personnel 
from within the undertaking for taking over top positions in the public 
sector should be pursued. While the government should be free to go 
to any source to find the best available person when persons are not 
available within an enterprise for occupying top positions, there would 
be something seriously wrong with the personnel management of public 
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undertakings if within ten to fifteen years of their beginning to function 
they cannot throw up a large part of the top managers required in the 
public sector. It is sometimes said that limiting the choice to persons 
in public sector undertakings will create a vested interest. It is only 
necessary to add that we have to guard not only against the growth of 
new vested interests in public sector personnel but also against the 
established vested interests of traditionally powerful government 
services. 

Moreover, even when full-time top managers have to be imported 
from outside in this early stage of the development of the public sector, 
it is necessary to ensure that they are carefully selected and, what is 
even more important, helped to build up knowledge and capacity for 
the new type of work that they have to perform. Very few persons 
with experience of industrial and business management in the private 
sector have been appointed to top positions in the public sector. This 
has been the result partly of the scarcity of such personnel and partly of 
the disparity in remuneration between efficient and successful private 
concerns and public undertakings. For occupying some key technical 
positions in public undertakings, government has had to attract some 
persons from the private sector and specially high salaries have been 
paid to them. There is no reason why a similar policy cannot be adopt- 
ed for attracting some top management personnel. Persons with a real 
capacity to manage large and complex undertakings are few in any 
country, and more so in India, with such little development of modem 
industry till recently. The dogmatic policy about management salaries 
has unduly limited the field of choice for top managers of public under- 
takings. 

When persons from government services are being selected for 
occupying top management positions in public undertakings, care has 
to be taken to see that the individual has had some experience of deal- 
ing with problems and personnel of the type he will come across in the 
particular undertaking. A person may not be capable of handling the 
financial problems of an undertaking merely because of his having 
worked in the accounts, audit or finance departments of government. 
A successful railway manager may not always make a good manager 
for a chemicals or a metallurgical plant. A successful secretariat or 
district officer may not always be able to provide the kind of leader- 
ship expected from the chief executive of a complex and large under- 
taking. These statements would be considered obvious but anyone 
acquainted with public undertakings can easily recall instances of wrong 
appointments of this and other kinds. After careful assessment of the 
requirements of the particular job, a careful search has to be conducted 
for finding a person coming nearest to satisfying these requirements. It 
does not seem that the process of selection has been sufficiently pur- 
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posive and systematic up to now. While some selections have proved to 
be good, some others have proved to be bad and because of the senio- 
rity and status of some of those wrongly selected, it has not always been 
possible to undo the mistake in time. 

Even if a good man is chosen, it is necessary to keep him long 
enough in a particular enterprise if he is to develop better understand- 
ing of the problems involved and contribute his best for its success. In 
the past, there have been too frequent changes in the persons at the top 
in some undertakings. Sindri, Hindustan Aircraft and Hindustan Steel 
seem to have been among the worst sufferers in this respect. For the 
success of an industrial undertaking, what Galbraith has called its 
‘synthetic personality’ needs to be carefully built up and stabilised. 
This involves “an intricate problem of cooperation and coordination 
between its parts” which in turn is “the fruit of familiarity and confi- 
dence as between the participants.”® But this familiarity and confidence 
can be built up only if there is a significant degree of continuity in the 
top management team. If there are frequent changes, maybe because 
some individuals are being offered better positions elsewhere or because 
a new minister or secretary has a different conception about individuals 
and organisation, it is bound to affect the working of the top manage- 
ment adversely. Of course, if a top manager does not enjoy the con- 
fidence of the concerned minister and his principal advisers, he should 
go and that too as early as possible. This kind of situation becomes 
public knowledge in the enterprise in an astonishingly short time and a 
long period of waiting for the change can be highly damaging to the 
morale and efficiency of the organisation. 

It can be too much emphasised, however, that the real solution to 
the problem of finding suitable persons for top management positions 
in public undertakings lies in a vigorous policy of potential talent-hunt- 
ing and the development of such talent. Already a number of talented 
and experienced persons are being recruited from various sources— civil 
service, defence services, private industry and the professions— for 
middle-level positions in the public sector. The flow of such talent into 
the public sector will increase— and the existing and potential outflow 
will diminish— if the disparities in real income and other conditions in 
private and public undertakings could be significantly reduced. Once 
such talent is secured, personnel management practice in public under- 
takings should be improved to ensure its rapid development and ad- 
vancement. A major difficulty is created in this due to the prejudice in 
India generally and in the public sector specially against advancing 
even talented persons rapidly so that they occupy top positions not 

®J.K. Galbraith, “Public Administration and the Public Corporation”, Indian 
Journal of Pabtic Adminhtration, Vol. VIH, No. 4, 1962 pp. 440-41, 
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later than their middle 40’s. Even in advanced countries, where talent 
is somewhat less scarce, it is not unusual for persons to reach top 
management positions in their early 40’s. In India really talented per- 
sons should be permitted to reach such positions even earlier. This is 
also important because persons who have grown up in this kind of 
modern and complex undertakings can face the problems thrown up in 
their management with better knowledge, experience and confidence 
than others who have mainly grown up in the pre-Independence and 
pre-development period.® 

Management Methods 

The policies, methods and procedures pursued by managements of 
most public undertakings have been largely patterned on those preva- 
lent in government. This has been the result of a number of factors, 
the most important one being that only a few of these undertakings were 
originally working in the private sector and therefore had already 
adopted certain businessl ike methods and procedures; most are new 
undertakings built up by government from scratch and have had no 
previously built-up tradition of businesslike management. The fact 
that most of the top management personnel have been recruited 
from government services, the close control exercised by Government — 
including the Ministry of Finance;— over these undertakings, the po- 
wers regarding audit enjoyed by the Comptroller and Auditor-General 
and the accountability of these enterprises to Parliament which leads 
occasionally to close questioning even about the internal management 
of an enterprise — all these help to strengthen the tendency towards 
adoption and continuance of policies, methods and procedures current 
in traditional governmental organisations. These procedures, as is well 
known , are not suited to carry out the developmental functions of the 
post-Independence government. Various authorities, political as well as 
academic, have spoken out in favour of changing these “out dated 
manuals”. Whatever may be the case with the normal government 
functions, these traditional rules and procedures were never developed 
with a view to managing large and complex business undertakings. But, 
unfortunately, with a rare occasional exception, most public undertak- 
ings are willy-nilly following them. It is difficult to understand why, 
when the company form was borrowed from private business organisa- 

®For some time it was thought the best method of meeting the needs of public 
undertakings in managerial personnel was to organise a special cadre for the purpose. 
It was in pursuit of this line of thinking that the Industrial Management Pool was 
formed in 1957. The experiment has not proved successful and the government 
seems to have decided to give it up. For a more detailed discussion of the problems 
regarding management personnel, see the present author’s Industrial Management 
Pool: An Administrative Experiment, Indian Institute of Public Administration, NCW 
Delhi, 1962. 
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tion because it was already well-developed, the best business practices in 
internal organisation and methods were also not accepted as necessary 
and proper. The main reason for this seems to be not so much a well 
thought out policy as the dead hand of tradition and also insufficient 
attention to this vital reform by top managers, administrators and go- 
vernment leaders. The basic approach behind some of the traditional 
procedures in government—maximum fairness to all, careful use of 
public resources etc. — is commendable but the emphasis on other objec- 
tives had to be greater in a business undertaking. When large and com- 
plex tasks of construction or production are to be handled, speed in 
decision-making may be more important than obtaining the absolutely 
correct decision (if there is any such thing). Ignoring hundreds may be 
essential for saving thousands and lakhs. These facts have not as yet 
been appreciated enough in practice in Indian public undertakings. 

This is not to say that in certain respects public undertakings have 
not blazed at new trail in the Indian economy. Vast new projects have 
been undertaken and carried out on a scale that was never attempted by 
the private sector in India, the defects and delays notwithstanding. We 
cannot also ignore the fact that modern business management had not 
made much headway even in the private sector in India till recently. 
Moreover, public undertakings have adopted certain policies that indicate 
a better understanding of the long-term needs not only of the particular 
units but also of the national economy as a whole. Their achievement 
in the training of technical personnel for construction, operation and, 
more recently, designing of modern industrial complexes have hardly 
any precedence in the history of even the most enlightened among private 
sector undertakings in India. The result is that it is not improbable that 
the country will be able to design and construct new plants in most 
industrial fields in the near future. This is already happening in fields 
like machine tools and fertilisers to a significant extent and more pro- 
gress would have been achieved even in the field of steel if the adminis- 
trative and management policies had shown greater awareness of the 
need to utilise the training and experience that Indian personnel obtain- 
ed especially in the construction of the Bhilai steel plant. The policy of 
providing decent housing and other welfare facilities for the labour force 
employed at the new plants though some what overdone at some places 
is bound to have a beneficial effect on the creation of a stable and efficient 
labour force for the rapidly growing industrial sector. The defects that 
are pointed out here should not be taken to mean that there are no 
worthwhile achievements to the credit of the public sector. The efficient 
and successful functioning of the public sector is however so important 
for our economic growth that it is essential to point out such defects 
and indicate the remedial action necessary. 
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MACHINERY FOR EVALUATION AND REFORM 

To improve the management of public sector projects, it is essential 
that the governmental and administrative policy-makers should adopt a 
more eclectic and experimental approach to the problems faced by these 
undertakings. This will require giving up certain dogmas when they are 
found to be inconsistent with the realities of the situation. There is far 
too much trust and confidence in this country, to some extent inherited 
from our former rulers, on the non-expert amateur as a manager and on 
rule-of-thumb methods. Untrained and inexperienced personnel are not 
trusted to handle a piece of machinery; but it is thought that a person 
can handle the financial, personnel or overall management problems of 
a whole industrial complex without any special training or experience in 
that kind of work. There is also a reluctance to face facts about the 
importance of incentives— monetary and non-monetary, positive and 
negative— for maximising efficiency. We should not overlook the fact 
that even in the USSR the rulers quickly gave up their egalitarian 
dogmas when they found that incentives were essential for most people 
—high or low — especially in the early stages of the industrialisation of a 
country. Similarly, even when we have clear examples of success and 
failure among public sector undertakings, there seems to be some reluc- 
tance to learn lessons from these differences in attainment and to trans- 
plant the policies and procedures of the more successful units to the less 
successful ones. 

One major factor responsible for this is that there is no organisation 
in government whose task it is to bring together such data, analyse 
them and suggest remedial action. There is not even a system of getting 
full-scale progress reports on various projects which would provide 
information on both the good and the bad points, successes as well as 
failures and indicate the factors responsible for these. While the audit 
reports, and the reports of the Estimates and Public Accounts Commit- 
tees have been somewhat useful in this respect, they are not adequate for 
this task. Even the studies that may be made by the proposed Parlia- 
mentary Committee on state undertakings are not likely to serve this 
purpose adequately. What is necessary is an expert evaluation organisa- 
tion, mainly working in confidence for the government, with access to 
all the data, and charged with the responsibility of continuous study, 
evalution and suggestions for improvements. This work of this organisa- 
tion should be supplemented by a more systematic functioning of the 
Projects Cooidination Committee which should include representatives 
of all public sector projects. The labours of these organisations will not 
bear practical fruit unless there is a ministry in government, under a 
senior cabinet minister, which is in overall charge of management 
organisation and problems of public sector undertakings. 
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The managements as well as the workers in public undertakings are 
also likely to show better results if the main criteria by which their per- 
formance will be judged are clearly laid down. In the private sector, the 
principal criterion is well-known — good profits; and while other norms 
are also important and receive some attention, management knows that 
it will be principally judged on this basis. In the public sector there is 
too much blurring regarding objectives. While in a complex undertak- 
ings, it is not easy to decide any one criterion of performance, it should 
be possible to devise a few criteria for such judgement. These may vary 
from enterprise to enterprise and from time to time, but concrete goals 
of this kind are likely to act as excellent spurs to improving perform- 
ance. It may not also be out of place to suggest that public recognition 
of the units and the individuals who do well may have a significant 
effect on their morale and also generally act as an organised system of 
presidential awards is a good beginning; but the criteria used are not 
sufficiently clear and well known to act as spurs for better performance. 
This could be easily improved. EJ 



Corporation Versus Departmental 
Form In Road Transport* 

V.V. Ramanadham and N.K. Mangea 


T he problem of choice between the corporation and the depart- 
mental form is a familiar one for the students of public enterprise. 
It is not proposed to discuss it here in abstract terms. The object of the 
article is two-fold: to provide the theoretical analyst with a case study 
illustrating the empirical considerations underlying the choice; and to 
provide the policy-makers with a scientific analysis of the conditions 
relevant to the choice in the case of road transport. The fact that there 
are already several corporations as well as departmental organisations in 
the field enriches the factual content of the discussion, though at the 
same time it does complicate the conclusions on choice. 

The urgency of the discussion arises from three basic considera- 
tions. Firstly, there is the need to ensure that the rapidly expanding 
nationalisation of road transport as accompanied by the most appro- 
priate form of organisation, in order that the efficiency of the nation- 
alised services may be at maximum. Secondly, the framework of orga- 
nisation must be so evolved that the Central Government and the Plan- 
ning Commission would have no reason to limit or disfavour the state 
governments’ plans of extended nationalisation of road transport. 
Thirdly, it is necessary to distinguish the relevant from the spurious and 
popular arguments in favour of either the departmental form or 
the corporation and build up the argument of choice on a pragmatic 
basis. 

Considerable importance has already been attached to this question 
by the Planning Commission which advised the states, as early as in 
1954, of the desirability of setting up tripartite corporations. The prin- 
ciple was reiterated at the time the second plan expenditures of states 
on road transport were approved; and the Planning Commission has 
since stuck firmly to the view that these allotments were conditional on 


•prom Indian Journal of Public AdminisfrationfV ol. VI, No. 1, 1960, pp. 52-66. 



Road Transpor t 41 

the formation of corporations. Bombay and Delhi already had cor- 
porations; corporations were formed in Kutch, Saurashtra, Andhra 
Pradesh and B ihar, partly as a sequel to this policy, though UP, Kerala, 
Assam and Orissa refused to accept the suggestion. Mysore, Madhya 
Pradesh and Punjab are still considering the question. Meantime the 
Planning Commission seems to be keen on presenting the non-confor- 
mist states with a slash in their general plan expenditures to the extent 
of their outlays on departmental road transport. 

Clearly the problem of choice has gone beyond the precincts 
of academic analysis and has assumed great public importance. A 
dispassionate discussion is likely to be helpful in practical policy forma- 
tion. 

Let us start on the basic assumption that the organisation of an 
industry must be conducive to its special requirements. The distinctive 
features of the road transport industry, which may be held among 
the criteria of choice of organisation, may be briefly enumerated as 
follows: 

(i) The optimum unit is small in size; the overall organisation, if 
any, must be such as would admit of the functioning of the 
small optimum units as autonomous commercial units. 

{it) The several optimum operating units may, if at all, be inter- 
linked by means of loose organisation which may provide a 
few central services, if such a course makes for economies. 

iiii) The operating conditions are so diverse from region to region 
that methods and practices may have to vary accordingly 
and there must be sufficient scope for quick decisions by local 
managers. 

{iv) There is special premium on personal cotact with the opera- 
ting staff; the task of preventing leakage of collections calls for 
devices connected with the personal factor; and conditions 
must be promoted for the emergence of local leadership for the 
staff. 

The under-current of these desiderata is the propriety of small units 
and decentralised managerial behaviour in road transport. If nationalisa- 
tion is likely to affect these two conditions—- and if we decide on natio- 
nalisation — it is imperative to decide on a form of organisation that 
least damages these conditions. 

THE THEORETICAL FRAMEWORK 

The case for a corporation, as against a department, may be sum- 
med up briefly in the following terms: 

Principles of working: The corporation can work on business prin- 
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ciples and adopt the necessary pattern and degree of diversity in operat- 
ing methods and pricing policies, as required by the varying conditions 
of supply and demand in the different regions. It can be free from 
political interference in its routine operations. 

Routine working: It can adopt commercial practices and be free 
from governmental procedures, with reference to the maintenance 
of accounts, expenditure, recruitment, promotion and salaries, purcha- 
ses, etc. 

Management: It can function autonomously; the corporation method 
permits of the composition of the board in a variety of ways, so that 
the most appropriate in a given situation may be adopted. Further, 
there can be enough flexibility in the capital structure; private capital 
can be invited, if need arises. 

Price and prof it policies: The corporation can work on the basis of 
long-term policies of pricing and profits; and the identity of its opera- 
tions is not lost in the aggregate financial operations of the Govern- 
ment, year by year. 

Government vis-a-vis the corporation: The corporation can be 
treated as an economic organisation, to which the government is not a 
direct party; and whenever conflicts inherent in the industrial system, 
involving consumers’ and workers’ interests arise, the government can 
maintain its detached position as arbiter. 

THE LEGISLATIVE BACKGROUND 

The public corporation, unlike a joint stock company, has no uni- 
versal legal form. Each corporation has its nature and structure defined 
by the Act which brings it into being. It is, therefore, necessary to 
examine first the statutory structure of the road transport corporations 
in this country and enquire as to what extent it conforms to the theore- 
tical mode of the corporation. 

As our main purpose is to compare the department and the cor- 
poration, such provisions of the Acts may alone be examined as concern 
the points of contrast between the two forms. The provisions may 
be classified threefold, corresponding to the following three questions: 

A. How far is the theoretical distinctiveness of the corporation 
preserved by the Acts? 

B. To what extent can this distinctiveness be actually preserved, 
or deviated from under the written word of the Acts? and 

C. Where is the distinctiveness not preserved at all? 

The relevant Act is the Road Transport Corporations Act of 1950 
which permits the establishment of corporations at the state level; the 
Delhi Road Transport Authority Act of 1950 may also be examined as 
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ail illustrative piece of legislation. 

As regards question A, 

(i) Section 22 enjoins on the corporations to ‘‘act on business 
principles’’. 

{ii) Section 23 permits the corporations to raise capital by the 
issue of shares; and makes possible the central govenimenfs 
financial participation in them. 

(//7) Section 26 empowers the corporation to “borrow money in the 
open market” for raising its working capital. 

The above features are not usually characteristic of a State 
department and go with the corporations. 

B : The provisions listed below can be availed of in operating the 
corporation in consonance with the spirit of its underlying principles; 
they can also permit practices that run counter to it. The practical 
autonomy of the corporation depends on the way in which these 
‘permissive’ or ‘flexible’ provisions are implemented from time to 
time and ease to case. Their analytical significance is that it is possible 
to find one corporation working more autonomously than another at a 
given time and that the degree of autonomy of any or all corporations 
can be extended or curtailed at the will of the government in which the 
power of implementing these provisions vests. 

(0 Section 5 leaves undefined the potential membership of the 
board so much so that it may be composed of all officials, all 
non-officials, or any combination of the two. On the exact consti- 
tution of the board depends its inherent capacity for autono- 
mous decision making and commercial behaviour. 

{ii) Section 29 provides for the creation of reserves, but subject to 
the directions of the state government. 

{ill) Section 33 provides for the appointment of the auditor by the 
state government. The audit can be commercial or strictly 
akin to government practice and procedure according as the 
^ appointed is a non-government person or the 

(iv) Section 34 empowers the government to give directions to the 
corporation. While such a provision is inherent in many a 
corporation Act, the specified range of items to which the 
directions may refer is wide under this Act. In the final analy- 
sis, the degree of autonomy of the corporations depends on 
the frequency and coverage of the directions issued in practice; 
in an extreme case the corporation can be reduced to the status 
of a departrnent. 
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C : Lastly, there are provisions in the Act which tend to reduce the 
corporation to the level of a department. 

(f) Under Section 14, the general manager and the chief accounts 
olScer are appointed by the government. Naturally their 
primary allegiance is to the government they have to look to 
it for their progress in career. 

{ii) Section 30, dealing with the disposal of profits, empowers the 
government to determine the use of profits earned by the 
corporation; in an extreme case it is possible for all the profits 
to go to the government, just as the profits of a departmental 
undertaking do. 

(in) Section 32 obliges the corporation to submit its budget for 
approval by the government. Besides, the section is so worded 
that the budget can operate with the rigidity characteristic of 
a department’s budget. 

The last two provisions are contrary to the spirit of a corporation; 
similar clauses are not found in the British Corporation Acts. 

The Delhi Road Transport Authority Act runs on parallel lines. 
Section 4, relating to the constitution of the Authority, is clearly 
illustrative of the official and 'representational’ character of the top 
board, and Section 38 unequivocally cites the Comptroller and Auditor- 
General of India as the auditor. 

The conclusion is that the Acts defining the road transport corpo- 
rations in India do not allow them the full measure of autonomy which 
is generally held as the major reason against departmental management. 

THE COMPARATIVE FINANCIAL POSITION OF 
CORPORATIONS AND DEPARTMENTS 

As we turn to the grounds of practical experience in discussing the 
problem of choice, we may commence with one popular comparison 
between the corporations and the departments, viz,, the criterion of 
financial success. 

The seven road transport corporations, (Bombay, Bihar, Pepsu, 
Andhra Pradesh, Kutch, Saurashtra, Delhi) made a profit of 10.6 per 
cent of their aggregate capital in 1957-58. The fourteen departmental 
undertakings (Assam, PTS Nagpur, Marathwada, Kerala, Madras, 
Mysore, Orissa, Punjab, UP, Rajasthan, West Bengal, Himachal Pradesh, 
Manipur, Andamans & Nicobar) earned about 14,8 per cent. 

There have been losing undertakings both among departments and 
corporations — c.g., Bihar and Andamans among the former case, DTU 
and Kutch among the latter. 

Some of the highest rates of profit have been associated with the 
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departmental undertakings of Punjab, UP and Andhra Pradesh; at the 
same time the Pepsu corporation stands equal to the Punjab Roadways, 
with the highest rate in India. 

The above facts show that there is possibly no direct association 
between profitability and the form of organisation. There is enough 
reason to believe that the financial results of many imdertakings have 
been influenced by their local operating and other peculiarities. The 
point may be illustrated by comparing the corporation in Bombay with 
the equally large and spreadout but far more profitable operations in 
UP; and the unprofitable corporation in Delhi with the profitable city 
services of Madras and Calcutta under departments. 

THE ROAD CORPORATION AND PLANNING 

Taking the criterion of financial success as inconclusive in regard 
to choice between the corporation and the department, we may now 
discuss the contentions of the Planning Commission in favour of the 
corporation form, in view of their importance for policy formulation. 
The two arguments advanced by the Planning Commission are: {a) that 
the corporation permits of the fusion of the financial interests of the 
States and the Railways in the field of road transport; and {b) that the 
corporation ensures commercial principles of working. 

Theoretically there is no justification to create a road-cum-rail 
monopoly for the sake of coordination. Coordination is not an easily 
definable term. It, however, does not imply the financial well-being of 
railways through the suppression of road transport. 

It is doubtful whether the few railway members on the corporation 
board can influence its policies all the time. Nevertheless it is possible 
for them to adopt a successful negative approach, wherever the railway 
interest is affected, c.g., railway opposition to the corporation’s appli- 
cations for new route permits which may be competitive with railways. 

There is a more fundamental flaw in using the corporation as an orga- 
nisational device for coordination. It is not for a road-rail undertaking 
to implement policies of coordination. It is for Parliament to declare 
the policy which ought to be enforced, whether a transport undertaking 
is wholly railway, wholly road, or rail-cum-road in constitution. 

Ill choosing to travel by bus the passenger after all exercises his own 
volition and choice regarding the mode of travel. Any interference con- 
templated through railway influence on the corporation amounts to sup- 
pression of his choice. 

It may, therefore, be concluded that the case for the corporation 
suffers, but not gains, on the ground of road-rail coordination. 

However, the other ground of facility of working on business prin- 
ciples appears to be quite valid; and the rest of the discussion will relate 
to it, 
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AN OBJECTIVE ASSESSMENT 

Bearing in mind the statutory limitations to the theoretical merits 
of the road transport corporations in India, we attempt below an assess- 
ment, from practical experience, of the case for the corporation as 
against the department. 

Board and Decision-making Authority 

The composition of the boards of all corporations is not similar, as 
shown in Table L 


Table 1 CONSTITUTION OF THE CORPORATION BOARDS 


Corporation 

No. of members 

Chairman 

Total 


Official Non- 

^ K ^ official 

^ — -A — 

Official Non- 

official 



Govt. Rly. 


Delhi 

4 

* • 

3 

Chief 

Commissionn- 
er, Delhi 

8 

PEPSU 

3 

1 

— 

Secy., Tr. 

Dept. 

5 

Bombay 

4 

1 

4 


Mr. Sara- 

iya 10 

Kutch 

2 

1 

1 

Collector, 

Kutch 

5 ' 

Saurashtra 

2 

2 

2 

Secy., 

Home Dept. 

7 

Andhra 

Pradesh 

5 

2 

2 

Chief Secy. 

10 


Note: Data collected from the records of the respective State undertakings. 


The earlier citation of the "'permissive’ provisions may be recalled; 
these have permitted a variety of constitutions in practice. The chair- 
man is a non-official in the case of Bombay, while officials hold the post 
elsewhere, e.g., the secretary, transport or home, the chief secretary 
and".', so, on. 

There is generally a predominance of official members. About two- 
thirds of the aggregate number on all boards are officials. In the case 
of PEPSU, all are official members, while Bombay has the largest pro- 
portion of non-officials— five out of ten. 

Among the non-officials, members of the legislature find a place. In 
Bihar the chairman of the corporation himself is an MhC 

There have been frequent changes in the composition of the Boards, 
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For examplcj the PEPSU corporation has had four different chairmen 
since its inception in 1956. Different persons sit on the Board represent- 
ing from time to time the selected departmental interests. The Sau- 
rashtra corporation illustrates the point. This is an unfortunate result of 
the system of official membership on the Boards. 

The inferences which may be drawn from the actual constitutions 
of the Boards are as follows: 

(ri) Being heavily ^stuffed’ with government men, the corporations 
cannot claim commercial competency superior to that of the 
departments. 

(Z>) The officiah members, being steeped in official traditions, bring 
the usual departmental considerations to bear on the corpora- 
tion’s decisions. 

(e) There is insufficient continuity of membership on the boards 
to ensure efficiency and long run loyalties. 

In spite of these qualifications to the autonomous potentialities of 
the corporations, three favourable points ought not to be overlooked. 
Firstly, the Boards meet frequently and quicker decisions than under 
departmental organisation emerge- This claim is justified specially in the 
case of Bihar and Andhra Pradesh where departmental organisations 
have recently been transformed into corporations. Secondly, though 
substantively the boards’ deliberations tend to be similar to those of the 
departments, decisions can emerge from the board room without the 
back-and-forth dilatoriness involved in departmental decisions. 
Lastly, an improved constitution of boards is basically possible under the 
Act:''':": 

The conclusion, therefore, is that the intrinsic superiority of the 
corporation is not totally lost on the ground of the present pattern of 
the boards. 

Top Management Managerial Succession 

Theoretically the departmental undertaking is subject to three 
handicaps: (1) The recruitment of staff does not take place on criteria 
of comrpercial efficiency; (2) Managerial continuity is lacking in that the 
occupants of top posts look at the whole range of the governmental 
establishment for prospects in their career; and (3) Managerial succes- 
sion at the top levels is qualified by the extraneous considerations— 
e.g., is the successor an IAS person? and what are the claims, on 
grounds of seniority, of ffion-IAS’ personnel to the posts in the Trans- 
port Department? Thus there exist horizontal lines impeding the vertical 
hierarchical promotions within the hierarchy. 

|n an organisational review of the existing departmental under- 
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takings four types may be distinguished 

L The transport commissioner has under him a Director of 
^ ^ ^ Transport, as in Punjab, in charge of the trans- 

port undertaking. 

2. The transport commissioner is the head of the transport 
undertaking and is assisted by one or more deputies as in U.P. 
A slight variation is that, on assuming the headship of the 
transport undertaking, the transport commissioner tempora- 
rily relinquishes the duties as the commissioner as in Bihar 
until the recent inception of the corporation. 

3. The transport secretary to the government may also act as a 
part-time head of the transport undertaking as in West 
Bengal. 

4. An official board may be set up to control the undertakings, as 
in Bombay in respect of the Provincial Transport Service, and 
the State Transport, Marathwada, both of which were incor- 
porated into the Bombay State after the re-organisation of 
the States. 

These methods are all subject to the basic handicaps outlined 
above, though the last one implies an attempt at mitigating them to 
some extent. Turning to the others, and more common forms, we 
may observe that first one is possibly the best, in that it places one 
person in exclusive and full functional charge of the undertaking and he 
can provide the necessary elements of leadership for the hierarchy of 
staff under him. The second one is of less certain value, for much 
depends on the personality of the transport commissioner who holds 
multiple duties and there arises a duality of leadership from the two top 
layers of the hierarchy. Further, it is doubtful if the deputies can always 
reach the top post; hence the very top may be occasionally filled up by 
a 'non-IAS’ man. The third method is the worst, the most serious 
weakness being the practical absence of leadership-nucleus at the top, 
for the Secretary is too big, too isolated and part-time, and perhaps too 
inexperienced in this commercial line to enthuse initiative at the lower 
levels. 

The corporations, on the whole, have the advantage of a higher 
order of executive leadership and responsibility in top-managerial 
echelons. However, the statutory power of the government to nominate 
the general manager has resulted in a clear bias for the choice 
men for the post, e.g., in Bombay and Bihar. Three disadvantages seem 
to flow from this practice: (/) The post becomes an lAS-preserve, im- 
peding the prospect of promotion of the non-IAS Deputy to the top 
post, {a) A change in the general manager implies the advent of 4 
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fresher, (fii) The IAS general manager adopts too passive an attitude 
before the board which, as noted already, is heavily stuifed with senior 
civil servants. 

The superiority of the corporation over departmental management 
will greatly improve if the top managerial posts are filled up on criteria 
of functional expertise and if the duplication of civil servants at the 
levels of the board and of top management is stopped. Such a step is 
possible, though not yet widely practised, under the Act. 

Supply of Capital 

Road transport corporations have the advantage of attracting 
capital from non-government sources and from the railways. Theoreti- 
cally, they can have a 'mixed’ capital structure; and the procurement of 
funds can be sufficiently flexible. Actually, however, the capital has been 
provided by the state governments and the railways only; so that the 
capital structure has remained completely non-private in character. The 
capital supplied by the railways is of varying importance for the different 
corporations as shown in Table 2. Not more than a fourth of the total 
capital at charge of the corporations has come from the railways. 

Table 2 CAPITAL STRUCTURE OF CORPORATIONS 


Corporation State Railways Total 

government 


1 . 

Andhra Pradesh 


245 

50 

295 

2. 

Kutch 


17 

4 

2! 

3. 

Saurashtra 


50 

24 

74 

4. 

Bombay 


803 

407 

1210 

* 5. 

PEPSU 


29 

5 


6. 

DTU 


— 


248* 

7. 

Bihart 


155 

; ' 

155 



Total 

1299 

490 

2037 


"Central Government’s outlay 
tRailways have not yet subscribed. 


The railways have been provided with an allotment of Rs, 10 
crores under the Second Plan for investment in road transport corpora- 
tions. It is doubtful if, for the sake of coordination, the railways should 
be financial participants in road transport. The question was discussed 
earlier from another angle. One may ask why, in the spirit of coordina- 
tion, those in charge of road transport, for example, the state govern- 
mcrits, should not be encouraged to participate financially in the railways 
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so as to influence their policies. We do not suggest that this should be 
done but that, in principle, it is no less justified than the other policy. 

Centralisation vs, Decentralisation 

In theory, the corporation is better placed than the department in 
being able to decentralise the operations as far as the particular needs of 
particular situations require; whereas the department is constrained to 
adopt given procedures in all situations. In an extreme case, it is possi- 
ble for the corporation to operate as a very loose federation or holding 
company permitting the sub-units to function as small autonomous 
optimum units. 

It is difficult to say, on the basis of practical experience, whether the 
corporations have really availed of their superior organisational oppor- 
tunities. The departmental undertakings of Punjab and UP present a 
fair degree of decentralisation in most matters. The example of UP is 
particularly striking; in spite of the extensive areas served, the regional 
general managers are given sufficient freedom to adopt flexible practices 
of operations and fare making, though technically under the final appro- 
val of the transport commissioner. They are empowered to initiate fare 
differentials from route to route on trafHc criteria; whereas in Bombay the 
corporation makes a heroic attempt at the maintenance of a uniform 
fare base in all areas served by it. Another example is the corporation 
in Andhra Pradesh, struggling to maintain unnecessary uniformities 
as between areas of different operating and demand conditions, v/z., 
Andhra and Telangana. 

From our experience it seems that two factors determine the degree 
of decentralisation. These are, not the area served or the size of fleet, 
but (a) the traditions developed over time, and (b) the inherent possibi- 
lities of the system of organisation. On the latter ground, the depart- 
mental units are ill-placed. For example, they have to make certain 
purchases through the directors of industries or of cottage industries in 
Uttar Pradesh. The government auditor’s attitude is somewhat non- 
commercial and compels the undertaking to adhere to rules rather than 
take commercial risks. Even the temporary creation of posts in regions 
has to be approved by the top authority. In Bihar the transport under- 
taking had experienced the difficulty of insufficient cooperation from 
the PWD., , , , , . , 

The corporations are generally free from these handicaps, though 
they are subject to the same kind of audit as the departmental under- 
taking is. 

It is impossible to generalise on the other determinant of decen- 
tralisation, namely, traditions. From experience, we can only conclude 
that there are corporations as well as departments which have achieved 
a fair degree of decentralisation, 
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The Disposal of Profits 

The corporation, unlike the department, is at an advantage in being 
eligible to the retention of a part of its profits for reinvestment purposes. 
This offers it some freedom from the government in the matter of its 
capital expenditure programmes. 

However, not every corporation has been allowed to build up re- 
serves, for example, the Pepsu Corporation, as such a course depends on 
the government’s directions. 

The profits of the corporation reach the government for 'road 
purposes’, as per the Act. This is less desirable than an arrangement 
under which the amounts are earmarked for 'road transporat purposes’.. 
Under the Act, there is no guarantee that the profits earned by the 
corporation constitute an addition to the road expenditures otherwise 
made by the government; there may be a corresponding slash in the 
latter. Earmarking of the profits for road transport purposes may have 
the advantage of ensuring the expansion or improvement of the transport 
services from which the profits have arisen. 

On the whole, therefore, as long as the government has the 
final word in permitting the transfer of profits to reserves, the corpo- 
ration is not necessarily at an advantage over the department, though 
theoretically it can be. Moreover, the government is not prevented, 
in the case of the departmental organisation, from setting up a board 
within the department, analogous to the Railway Board, and entitling 
it to the creation of reserves. This has, however, not taken place. 

Income Tax 

The liability of road transport corporations to income tax has 
worked in the direction of dissuading the state govemments from 
forming corporations, though strictly this ought not to be a determina- 
tive consideration. From the overall national angle, it makes little 
difference whether the profits are wholly retained by the state govern- 
ments or partly reach the central government through income tax. 
But the state government prefers, from its narrow financial point of 
view, the departmental organisation. 

The liability to income tax must be recognised as a serious factor 
hindering the formation of more corporations in the country. The 
possible developments in this direction may be outlined as follows. 
Firstly, if the state governments are forced to convert their under- 
takings into corporations, they may do so but simultaneously raise the 
motor taxes, including the recently innovated passenger tax, so that while 
the state government continues to benefit from higher tax revenues, 
the corporation will be left with too little profit for income taxation. 
Secondly, state governments may retaliate by refraining from extended 
nationalisation. Thirdly, special arrangements may have to be worked 
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out for the eventual return to the states of a major share of the amounts 
collected by way of income tax from the road transport corporations. 
In Other words, the rules relating to the non-corporation income tax 
collections may be extended to this particular area of corporations. 
This will clearly make for the formation of more corporations; and if 
the corporation is the better form of organisation, the development 
will be beneficial to the country at large. 

Overall Transport Policy 

The relative suitability of the corporation and the departmental 
form may also be examined from the standpoint of the evolution of the 
overall transport policy of the state governments. The discussion may 
proceed firstly under the assumption of incomplete nationalisation, and 
next, under that of complete nationalisation. 

Incomplete nationalisation: The departmental organisation enables 
the transport department to apply flexible policies towards the 
extension of nationalisation; and care may be taken to phase it with 
an eye on the provision of alternative routes to the displaced operators 
as far as possible, though not always. This is an advantage which has 
been claimed especially in the case of UP Roadways. As far as the 
extension of nationalisation is basically a political decision, this advan- 
tage is of some weight. On the other hand, where the expansion is 
dictated by the economic consideration of making the road transport 
units the optimum units, the corporation seems to be the better alter- 
native since it can proceed mainly on commercial principles. Further, 
the corporation offers the government the prospect of sitting in dis- 
passionate judgement over the ethics of coexistence between the public 
sector and the private sector. 

It is difficult to specify which is the better form on the ground of 
its relations with the regional transport authorities. The depart- 
mental organisation may be liable to greater political influence from 
the regional transport authorities, especially where the latter are 
composed partly of non-officials and MLAs. In practice, however, 
both departments and public corporations had to meet the same degree 
of non-cordiality from the regional transport authorities in several 
cases of issue of permits for routes. 

Complete nationalisation: Under this condition, the corporation 
seems to be preferable for two reasons . Firstly, political considerations 
are no longer relevant to the question of extending nationalisation and 
the exclusive function of the undertaking is economical operation. 
Secondly, the government can act as an impartial arbiter in situations 
of differences between the corporation on the one side and either 
workers or the travelling public on the other. 

On balance, the corporation guarantees the appropriate evolution 
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of overall transport policies in the state. 

CONCLUSION 

In .the light of the above discussion we many present the following 
conclusions: 

1. The road transport corporations in India are limited in their 
autonomy by the legislation concerned. 

2. Practical experience does not provide us with conclusive 
evidence on the relative efficiency of the departments and the 
corporations. 

3. The Planning Commission’s insistence on the formation of 
corporations may have the effect of delaying the extension of 
nationalisation in certain states ; alternatively the nationalisa- 
tion may be undertaken by states at the risk of a slash by the 
Planning Commission in their plan expenditures elsewhere. . 

4. The case for the corporation improves if the ‘permissive’ 
provisions of the Act are so implemented by the state govern- 
ments as to distinguish the corporation from departmental 
organisation. 

5. The corporation form has a definite advantage if there is a 
genuine need for and intention of associating non-govemmental 
capital with it. 

6. The corporation may turn out to be a better alternative where 
the services extend over a wide region and the operating and 
demand conditions are diverse within the region. However, 
the real device necessary under these conditions is the creation 
of optimum sub-units; and the overall form of organisation is 
of less significance once this is ensured. 

7. The corporation is justified if only it provides against the 

introduction of railway influence bordering on the limitation of 
road transport. The choice of a corporation must be deter- 
mined by its organisational superiority; and the real answer as 
to the meaning of coordination and the means of achieving it 
must come from Parliament. We submit that the Planning 
Commission has perhaps given a wrong twist to the case for 
the corporation by overstressing the plea of road-rail-co- 
ordination. D 



Damodar Valley Corporation: 
India's Experiment with 
the TVA Model* 

Richard E. Hamilton 


O NE AMERICAN innovation which has attracted considerable 
interest in underdeveloped countries is the Tennessee Valley Autho- 
rity. Although the experiment has never been repeated in the United 
States a number of river valley authorities patterned quite deliberately 
after the TVA have been set up elsewhere in the world.^ 

This article examines one of the earliest imitations, India’s Damodar 
Valley Corporation (D VC). The DVC has constructed and operated alarge 
and complex set of projects that may well have had an enormous impact 
on the most heavily industrialised region of the country. However, no 
evaluation of that impact will be made here. My intention is to look 
at some aspects of the DVC’s history to see what light the Corporation’s 
experience sheds on the question of the conditions under which a river 
valley corporation may be a suitable form of administration for river 
valley projects. The fact that no other river valley scheme in India has 
been entrusted to a corporation since the DVC was formed, and the 
fact that a number of important statutory functions have been taken 
from the DVC and given to other government agencies suggest that the 
experiment has not been entirely successful. It is important to see whe- 
ther this conclusion is justifiable, and, if so, to find out what has gone 
wrong. 

THE TVA MODEL 

Before looking at the DVC it will be useful to describe that concept 

"From Indian Journal of Public Administration, Vol. XV, No. 1, 1969, 
pp. 86-109. 

iTwo examples, The Cauca Valley Corporation in Columbia, and the Khuzistan 
Development Program in Iran, are discussed briefly in John Oliver, “The Appli- 
cation of TVA Experience to Underdeveloped Countries*’ in John R. Moore (Ed.), 
The Economic Impact of TVA, Knoxville, 1967, pp. 25-40. 
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which seems to be meant by the term 'TVA Modelh^ To describe 
the term, it is not necessary to make any judgement concerning how 
closely the TV A has itself approximated this ideal type. The important 
purpose is to attempt to identify what observers of the TV A, especially 
those who wish to set up imitations, conceive the TVA model to be. 

The principal technical innovation on which the regional authority 
is based is the multipurpose reservoir formed by constructing a dam 
across a river. One dam may serve a number of functions each of which 
would require a separate dam and reservoir if the functions were to be 
provided separately, as in general they were before the TVA was 
established. The multipurpose scheme may have as its primary purpose 
the reduction of flooding in low-lying areas below the dam. However, 
the water accumulated in the reservoir may be used to generate electri- 
city, to irrigate farm lands below the dam/to provide a regular supply 
of water for industrial purposes, and to maintain adequate water levels 
in the river below the dam for year round navigation. 

In some cases there may be advantages in giving further functions 
to the authority entrusted with the job of building and operating the 
dams. Examples of additioiial activities are: fish culture, provision of 
recreation services at the reservoir, promotion of agriculture in the 
region by research and extension programmes, soil conservation, alfores- 
tation, encouragement of small industries, rural electrification and 
public health. It may even be desirable to grant some river valley 
authorities comprehensive powers and responsibility for nearly all public 
sector economic activities in the regions where they are located. A 
distinction may be drawn between the ‘engineering'’ approach accord- 
ing to which the authority simply erects, maintains and operates the 
physical structures and the most comprehensive approach labelled by 
its proponents ‘decentralised regional planning’. The TVA model refers 
to the comprehensive approach. However, there exist many feasible 
combinations of functions between these two extremes, and one of the 
conclusions of this paper will be that a great deal of trouble may ensue 
in cases in which the wrong combination of functions is given to a river 
valley authority. 

Another important feature of the regional valley authority is that it is 
decentralised, both geographically and functionally. In the United States 
the TVA may be contrasted with the alternative approach of parcelling 
out various tasks in a region among a number of federal agencies with 

2The book which has probably best succeeded in popularising TVA ideals is D.E. 
lilienthars TVA Democracy on the March, New York, 1953. See also : The Economic 
Impact of TVA., op. cit. An Indian interpretation of the TVA Model’ may be found 
in N.C. Basu Rau Chaudhury, “Problems of the Damodar Valley Corporation” in B.B. 
Mojumdar (Ed.), Problems of Public Administration in India, Patna, Bharati Bhawan, 
1953. 
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headquarters in Washington.^ Thus, the TV A model is thought to 
appeal not only to advocates of government planning but also to those 
who are anxious to reverse the tendency towards increasing centrali- 
sation of goveniment decision-making. Lastly, and most important 
according to David Lilienthal, is the concept of ‘‘grass roots adminis- 
tration.” This concept refers to LilienthaFs policy of provoking and 
facilitating local users of TVA products to form cooperatives and other 
democratic organisations which would handle the retail distribution of 
TVA products. By this device, which an eminent sociologist maintains 
was an ingenious strategy which the TVA used to gain the support of 
local groups in its struggle for power with the above mentioned Federal 
agencies^ the Authority displayed itself as embodying the liberal idea of 
limited government, and at the same time furthering democracy at the 
local level by helping citizens of the area to form cooperatives for the 
retail distribution of TVA electricity and other products. 

■■ background' AND DEVELOPMENT BEFORE 1945 

The Damodar River has its source in the State of Bihar and flows 
336 miles to merge with the Hooghly river in West Bengal about 30 
miles below Calcutta. The Damodar Valley occupies 9,240 square miles, 
about one-fifth of the area of the Tennessee Valley. The principal 
tributary river is the Barakar which enters the Damodar from the north 
in West Bengal not far from the Bihar border. 

Between 80 and 90 per cent of the annual rainfall, which averages 
47 inches, occurs during the monsoon months from June to October, 
As a result of the monsoon rains the hilly terrain of the upper valley 
(that part located in Bihar) has become badly eroded and cut by deep 
gullies. A large portion of the lower valley (that part located in West 
Bengal) is overlaid with a heavy layer of fertile alluvial soil deposited by 
the frequent flooding of the Damodar part of the Indo-Gangetic plain 
before the DVC dams were built. The main crop is rice which is culti- 
vated from June to November. The heavy seasonal concentration of 
rainfall does not permit dry-season cultivation without supplemental 
irrigation. This has not been traditionally practised in Eastern India, 
and irrigation techniques are new to most farmers. 

The Damodar Valley and adjomining area comprise the most 
valuable industrial region in India. About 80 per cent of India’s coal is 
mined there, and 98 per cent of its iron ore. Three of the country’s six 
stell plants are located in the area and a fourth is under construction. 

3The TVA’s head office in the Tennessee Valley is in Knoxville. However, the 
DVC’s head office is outside the Damodar Valley in Calcutta. One of the oldest and 
most persistent sources of friction between the DVC and the West Bengal Govern- 
ment is based on the Corporation’s desire to locate its head office within the valley. 

^Philip Seiznick, TPA and the Grass Roots^ Berkeley, 1953. 
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A number of schemes to control flooding in the Damodar river 
had been proposed, some as early as the 1850's, but the British Govern- 
ment expressed no interest until a flood in July 1943 severed the East 
India Railway and cut off the Fourteenth Army in Burma from its 
headquarters and supply sources. On the recommendation of the Bengal * 
Flood Enquiry Committee that a multipurpose scheme similar to the 
TVA be undertaken, the Viceroy, Lord Wavell, made arrangements in 
ill 1944 for a TVA engineer to visit India and plan a system of dams to 
harness the Damodar river.^ 

VOORDUIN'S PLAN 

The engineer, W.L. Voorduin, completed his plan in July 1945.*^ 
But he had few data on which to base it. Stream flow records of the 
Damodar go back to 1901, but had been taken at one place only, 
Rhondia, and readings prior to 1932 were not considered reliable. 
Rainfall records go back to 1891. Apeak flow of 650,000 cubic feet 
per second (cusecs) had been reported twice, in August 1913 and August 
1935. The worst storm recorded in the Damodar Valley was the August 
1913 storm which dropped 11.9 inches of rainfall in five days. However, 
Mr. Voorduin discovered that in 1917 in the neighbouring Sone Valley 
a rainfall of 18 inches had occurred in seven days and he was afraid that 
such a storm could center over the Damodar Valley as well. With this 
consideration in mind he decided that the Damodar storage system 
would require a design capacity to regulate the run-off from a 20 inch 
rainfall which, if it followed the pattern of the 1913 flood, would cause 
a peak flow of approximately 1,000,000 cusecs. 

A major problem was the selection of dam sites. Because of the 
topography of the region it was impossible to locate a dam with ade- 
quate storage capacity below the confluence of the Barakar with the 
Damodar river.^ Mr. Voorduin proposed two main dams to be as near 
the confluence as possible, Maithon on the Barakar, and Sanolapur 
(later rejected in favour of Panchet Hill a few miles away) on the 
Damodar river. Six other sites were selected because of their large 
storage capacity, the extent of the drainage area they would control, and 

^For a more detailed account of the background up to 1945 see: Henry C. Hart, 
New India's Rivers, Calcutta, 1956. 

^Preliminary Memorcndum on the Unified Development of the Damodar River, 
This was made public only in abridged form, and not until 1948. The following 
discussion is taken from the abridged form. (Damodar Valley Corporation, Calcutta, 
1948). 

■^The drainage area of 1,540 square miles below the confluence is sufficiently large 
to cause a flood if very large storms were to center over it. The flood damage from 
such a storm could be reduced by measures to increase the holding capacity of the 
river by building up the banks, but Mr. Voorduin's plan assigned only secondary prio- 
rity to such measures. 
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their avoidance of coal fields. Two of these, Deolbari and Tilaiya, were 
on the Barakar river, one, Aiyar, was on the Damodar, and two, 
Bokaro and Konar, were on the Bokaro and Konar rivers respectively, 
both tributaries of the Damodar.^ 

The reservoir capacity of these eight dams would provide 2,900,000 
acre feet of controlled flood storage and 500,000 acre feet of uncontrol- 
led storage above the top of gates, enough if fully used and correctly 
timed to reduce a flood caused by a seven day 20 inch storm to a rela- 
tively safe flow of 250,000 cusecs in the lower valley. 

On the basis of estimates of the expected pattern of inflows into the 
reservoirs which he worked out from stream flaw data, and on the basis 
of a set of instructions which he drew up for reservoir operations, Mr. 
Voorduin calculated that the reservoir system could control water flows 
in such a way as to irrigate 960,000 acres in the Lower Valley during 
the monsoon season, and 760,000 acres during the dry season.® A part 
of the plan, therefore, was to build a network of canals and channels 
to irrigate those acreages and to construct a barrage across the Damo- 
dar river between Burdwan and the confluence of the Damodar and 
Barakar rivers to divert water into the irrigation canals. In addition, 
water passing through the dams could be used to generate hydroelec- 
tricity, Hence Mr. Voorduin proposed the installation of eight hydro 
power stations, one at each dam, with an aggregate capacity of 200 
megawatts (MW). Then, arguing that a system consisting of thermal 
plants as well as hydro stations could produce electricity at lower cost 
than a system limited to hydro stations, he recommended the establish- 
ment of a thermal generating plant with a generating capacity of 1 50 
MW. Mr. Voorduin speculated that it might be possible for one of the 
main irrigation canals on the left bank of the Damodar river to be 
used for navigation purposes to reach the Hooghly. A number of sub- 
sidiary activities were proposed including domestic water supply, malaria 
control, silt and erosion control and introduction of fish. 

In concluding his Preliminary Memorandum, Mr, Voorduin recom- 
mended that the Damodar Project be entrusted to an authority similar 
to the TVA, with power and duties carefully delineated by the three 
governments concerned. 

The scheme prepared by Mr. Voorduin was examined and approved 
by a Technical Mission consisting of two American engineers with 
whom were associated two Indian engineers. At a meeting held in April 

sihe abridged version neglects to mention the location of the eighth dam. 

i^The main purpose of monsoon irrigation is to transform the unpredictable pattern 
of monsoon rains into a time distribution of water more suitable to the needs of crop 
production. The dams and reservoirs would be of only limited use in the years when 
monsoons arrive late because of the danger that the reservoirs may themselves be 
empty at that time. 
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1946 it was decided to appoint an Administrator pending the establish- 
ment of a properly constituted authority. The Administrator would 
proceed with preliminary designs of structures and advise the Central 
Government on all problems related to the project B.K. Gokhale was 
accordingly appointed Administrator in May 1946, and he was succeed- 
ed in that post in October 1946 by S.N. Mozumdar who later became 
the DVC’s first Chairman. 

INVOLVING THE PARTICIPATING GOVERNMENTS 

The next problem was to decide who would build the project. The 
principal difficulty was that most of the benefits would accrue to West 
Bengal, but the dams would all have to be built in Bihar, and that State 
would suffer the consequences of having to relocate over 100,000 per- 
sons whose homes and lands lay in the areas designed as reservoirs. All 
of the flood control benefits, and nearly all of the irrigation benefits, 
would be enjoyed by West Bengal, although the power benefits would be 
shared equally by West Bengal and Bihar. The solution adopted was 
to establish an autonomous corporation responsible to the Central 
Government but financed by contributions from all three participating 
governments. The formula written into the DVC Act for sharing costs 
is the following: flood control was to be financed equally by the Govern- 
ment of Bengal and the Central until the Centre's contributions reach- 
ed Rs. 70 million (approximately US $ 9,333,000 at the present 
exchange rate), after which Bengal would pay all the costs. All three 
governments would share the power costs equally. Each provincial 
government would pay the capital cost of the works constructed ex- 
clusively for irrigation in its province, but the remaining capital cost, in 
particular, the share of the dams allotted to irrigation, would be divided 
among the provinces in proportion to their guaranteed annual offtakes 
of v^ater for agricultural purposes. By this formula Bihar was to bear 
none of the costs of flood control; it was to pay for irrigation only in 
proportion to the irrigation benefits enjoyed in Bihar, and it was to pay 
only two-thirds of the cost of electrical power made available to Bihar 
':by,theDVC.^' ' 

Since most of the proposed activities of the DVC were assigned by 
the Constitution of India to provincial jurisdiction (including water 
supplies, irrigation, canals, embankments and water storage, while 
electricity is a concurrent power) it was necessary for the provinces to 
pass legislation permitting a Central Government corporation to exercise 
these powers. 

Finally, before the Damodar Valley Corporation could be establish- 
ed it was necessary for the legislatures of all three governments to pass 
the DVC Bill. 
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THE CORPORATION IS FORMED 

The D VC Act passed by the Constituent Assembly of India on 
March 4, 1948 was the first development measure introduced after 
independence. As an illustration of the Bill’s favourable reception by 
the Assembly one speaker predicted that the DVC would turn '"'a valley 
of death and destruction into a valley of prosperity and happiness.”^® 
The TVA approach is evident in the following statement by N.V. 
Gadgih the Minister of Works, Mines and Power, who introduced the 
Bill: 

Let us agree that when we entrust such a big sum running into 
Rs. 52 crores, practically handiing the destinies of 50 lakhs (5 
million) and their welfare, in fact it becomes a sort of administra- 
tion by itself, charged with everything— their welfare, mdustraliza'- 
tion of the area, agriculture, even municipal administration, every- 
thing that a government is expected to do... 

Referring to the resettlement of persons from the 1 00,000 acres to 
be submerged by the reservoirs the minister stated that “every person 
who will be uprooted from the soil will be settled, not in the same sur- 
roundings, but in better surroundings. He will exchange his hovel for 
a decent cottage, darkness for light, and fanaticism for faith”.^^ 

One member, however, regretted that “the technical papers, data, 
information and material on which this project has taken its final shape 
are not before the House.”^^ There was no discussion of the economic 
feasibility of the project, the assembly simply accepted the Minister’s 
assurance that the project would pay for itself many times over. In fact 
the Minister gave as estimated cost the extremely rough calculations 
made by Mr. Voorduin three years before and believed by some at that 
time to be half the real cost. Later there was to be much dissatisfaction 
with the DVC when the actual cost of the very projects Mr. Voorduin 
recommended turned out to be several times as great as Mr. Voorduin’s 
estimate. 

The foregoing discussion makes it clear that the DVC was conceiv- 
ed to be a new administration with jurisdiction carved out of the 
jurisdiGtion of existing governments. Furthermore, although the 
Minister’s statement was surely an exaggeration there was undoubtedly 
the suggestion that the DVC was to be almost a government in itself, 
established to formulate and implement a development plan for a region. 
A foretaste of future dijfiiculties may be had when one raises the question 

^^Constituent Assembly of India (Legislative) Debates, Vol, III, p. 1834. 

Bill Debates, p. 1848. 

^Hbid. 
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of what would happen to the D VC after the establishment of national 
development planning, and after the states developed their own facilities 
for undertaking the activities entrusted to the DVC. These difficulties 
do not seem to have been predicted in 1948; 

DVC ORGANISATION 

The 1948 Act prescribed that the Corporation the Board of 

Directors) consists of a full-time chairman and two full-time members 
appointed by the Central Government after consultation with the two 
participating state government,^^ The Central Government also 
appoints the secretary, who is the chief executive officer and the 
financial adviser, whose main function is to keep a close watch on costs 
on behalf of the Ministry of Finance. Before 1958 the board of direc- 
tors seems to have undertaken the chief management functions them- 
selves. Since 1958 the two members have been part-time, the secretary 
has been given more powers together with the additional title of general 
manager and two of the chairmen appointed since 1958 made their 
headquarters not in Calcutta but in New Delhi by order of the 
Government of India. The powerful financial adviser examines and 
comments on virtually every item placed before the board of directors 
and attends the Board’s meetings, though he does not have a vote. He 
may refer any matter he wishes to the Corporation, and between 1951 
and 1961 whenever there was a difference of opinion between the FA 
and the Board of Directors the FA was required to report that matter 
to the Central Government and ask for a decision. 

The Corporation hires all other employees directly without inter- 
mediation by the Public Service Commission through which Central 
Government personnel are hired. The DVC’s management personnel 
have in nearly all cases been taken from civil service posts within the 
participating governments according to the following pattern. The 
chairman is appointed from the Central Government, one member from 
West Bengal, the other from Bihar. The secretary may be from West 
Bengal or Bihar but the chief officers under him are appointed alternately 
from each state. The DVC is organised and operated in the same 
manner as a Central Government department, and its employees are 
subject to the same salary scales and almost the same service conditions 
as are in effect in the Central Government. 

In the beginning there was some confusion as to how much inde- 
pendence the DVC enjoyed, but since those first years the Corporation’s 


copy of the DVC Act may be found in United Nations, ECAFE., A Case 
Study of the Damodar Valley Corporation and its Projects, Flood Control Series No. 16 
Banpkok, I960, Appendix i, pp. 92-103, 
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statutory autonomy lias progressively been more narrowly interpreted 
by the participating governments.^^ 

TEETHING TROUBLES 

It was decided to build the Damodar scheme in two phases. The 
first phase was to consist of: 

1. Four dams — Maithon, Panchet Hill, Konar and Tilaiya-“the 
four being thought sufficient to provide flood protection against 
the largest flood on record, that of August 1913. 

2. An irrigation system that would be capable of supplying water 
to one million acres in the monsoon season and 300,000 acres 
in the dry season. 

3. Bokaro Thermal Power Station with a capacity of 150 MW 
plus hydro stations at the four dams with a total capacity of 
just under 150 MW. 

ENQUIRY COMMITTEE REPORT 

The DVC experienced a series of troubles in the early years.^® 
Originally it had wanted to contract out to private firms the jobs of 
designing and constructing the dams because, being new, it did not have 
suitable technical and construction organisations to do the work itself. 
But when the Corporation called for tenders for Tilaiya Dam it received 
only one offer, and rejected it because the rates were too high. Subse- 
quently the Corporation built Tilaiya itself, but, because its engineers 
and consultants could not agree among themselves, it changed the de- 
signs several times, making the last change well after construction was 
under way. The DVC gave the design contract for Konar Dam to a French 
firm, even though its engineers had misgiving along the firm’s ability at 
designing. The Corporation had found itself in a dilemma. The dam 
had to be finished in time to supply cooling water to Bokaro Thermal 
Power Station when it was ready, and this plant, being completely 
designed and built by an American firm, was expected to be finished on 
schedule. The few Indian firms capable or drawing up designs for Konar 
would take too long and it was thought that foreign exchange would 
not be available to hire a foreign firm of designers. Only after construc- 
tion was started in March 1950 were the French firm’s designs found to 
be defective. The new designs necessitated a new contract with the 

^^For a detailed discussion of this process see my doctoral dissertation The 
Damodar Valley Corporation, op. cit. 

i^The discussion of teething troubles is taken from The Damodar Valley Corpora- 
tion Enquiry Committee Report, Mmlsiry of Irrigation and Power, New Delhi, 1954, 
The chairman of this Committee was Mr. P-$. Ran who later became the PVC’s 
chairman, 
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Indian contractors who had been hired to un detake construrction of the 
dam. By the time the new designs were ready it would have been extre" 
mely costly to replace the contractors, so the later had a bargaining 
advantage, and they used it to compel the DVC to agree to large incre- 
ases in rates. The DVC was subjected to a barrage of criticisms from the 
participating governments for these concessions, and the matter was 
taken before ail arbitrator. After examining the voluminous evidence 
presented during lengthy hearings, the arbitrator concluded that most of 
the increased rates were fair and just, but his decision was not reached 
until 1961, and in the meantime, partly because of the unhappy experi- 
ence with Konar, the DVC decided not to contract out the construction 
of Maithon and Panchet Hill dams. 

Some of the difficulties with Tilaiya and Konar might have been 
avoided if the DVC had hired a chief engineer before November 1950, 
It commenced its search back in 1947 and even sent its chairman and 
its secretary on different occasions to Amercia to interview candidates, 
but was not willing to pay the high salary demanded until it was clear 
that there was no other choice. Part of the delay seems to have been 
due to uncertainty as to whether the authority for hiring a chief 
engineer belonged to the DVC or to its controlling ministry. 

The DVC’s teething troubles were brought to the attention of the 
public by a report of Parliament’s Estimates Committee, and later by 
the Damodar Valley Corporation Enquiry Committee. The criticisms 
levelled at the DVC by the latter resulted in the resignation of the DVC’s 
first chairman and first secretary. From that time on the DVC’s 
public image started on a decline which has continued downward ever 
since.^^ 

rehabilitation 

The DVC debate made clear that government intended to trans- 
form the painful task of resettling 100,000 persons into an opportunity 
to give these people a new and much better life. It was probably neces- 
sary for the other participating governments to make a generous offer 
to displaced persons in order to win Bihar’s consent to the Damodar 
Project. However, the lofty hopes of the planners were never realised. 
Their intention had been to compensate displaced cultivators as far as 
possible in kind by giving land for land and house for house instead of 
cash. But the attempt to rehabilitate in kind failed almost completely.^® 

Fifth Report of the Estimates Committee of the First Lok Sabha, New Delhi, 

1952. 

iSThis judgement is based on interviews with persons acquainted with the DVC 
and on editorials in the Statesman of Calcutta and other newspapers. 

i®Data on rehabilitation up to i960 m^y be found in United Nations, ECAFF 
4 Case Study of the Damodar Valley Corporation qnd its Projects^ op. cit,, pp. 64-68. 



64 Public Enterprises 

Of the 343 houses built, only 161 were accepted. The families who 
occupied the house blocked up windows, made many other changes, and 
in a few cases tore the buildings down and rebuilt new structures out of 
the same materials. There were not many takers for land either. Up to 
1964 hardly more than 5 per cent of all rehabilitated families had 
accepted land. Nearly everyone took cash compensation which appa- 
rently was soon dissipated. ‘‘Twice the Assembly of the West Bengal 
Govemment endeavoured to re-colonize these unfortunate people from 
the streets of Calcutta onto the farm lands, but without appreciable 
success.”^® The DVC has continued to the present its oifer to rehabili- 
tate in kind a nearly twice the cost of cash compensation. 

No careful study has ever been made to explain why compensation 
in land was rejected, but the following reasons have been suggested by 
various observers. The ECAFE study states that ^'construction sehedu- 
les were not in harmony with the transmigration of the uninstructed 
masses living in the river bottom lands’’,^^ Rehabilitation officers told me 
that politicians had moved among the people and persuaded them to 
reject land and houses in the expectation of doing better for them- 
selves. Because the DVG has had to reclaim land from waste areas 
this land was of lower potential than the land which the displaced per- 
sons had formerly owned. But in such cases the DVC gave cash com- 
pensation to make up the estimated difference. Many persons may not 
have wanted to move as far away as the new villages, even though these 
were located less than 50 miles from their former homes. Those persons 
who possessed land partly in the reservoir areas and partly outside had 
readily understandable reasons for not moving. There seems to have 
been a serious failure of communications between DVC and local resi- 
dents. The Corporation held meetings with villagers and five high 
school graduates circulated among them for a year, but the Corporation 
failed to learn what the villagers wanted, 

SUBSIDIARY ACTIVITIES 

The DVC’s Soil Conservation Department seems to have had a 
little more success with villagers. Before 1960 the department had 
won the cooperation of farmers in 20 villages to consolidate their frag- 
mented holdings and redistribute them in portions divided by lines 
running parallel to the contours of the fields. These activities, however, 
were abandoned after 1960 on the grounds that community develop- 
ment activities are more properly the responsibility of the Bihar Govern- 
ment. 

Although the Soil Conservation Department seems to have under- 

^^United Nations, ECAFE, op, cit,^ pp. 64-68. 

21/Z)/^/., p, 64. 
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taken a large variety of activities it had not got far with any of them by 
late in the Third Five Year Plan apparently for reasons of lack of staff 
and resources. For example, detailed soil surveys had been completed 
for only 817 square miles by early 1964 although the department itself 
estimates that it is possible for a party of three men to survey ten square 
miles per month. 

In the early years considerable emphasis was placed on developing 
subsidiary activities. Those started included: anti-^malaria operations; 
development of commercial fishing in the reservoirs; promotion of 
tourism by providing boating in the reservoirs, parks and accommoda- 
tions; free soil testing services for farmers; the training so far of several 
hundred soil conservation students from a number of states, and ex- 
periments on the utilisation of irrigation facilities at Panogarh Farm. 
A finishing workshop for hand-forged items, a cold storage plant for 
potatoes and other foods, and a lock factory were set up. However, 
the Rau Committee, and later the participating governments’ conference 
of October 1954 argued that the DVC’s subsidiary schemes should be 
confined to activities directly connected with the proper maintenance of 
the reservoirs and canals, c.g., soil conservation, afforestation, welfare 
measures like anti-malaria operations, agricultural demonstrations and 
pisciculture, and recreation services at the reservoirs. All other activi- 
ties were supposed to form part of the national plans and be under- 
taken by the state governments. Only at their request could the DVG 
undertake these activities and at their expense. A short time later the 
Government of India issued a formal directive to the DVG instructing 
the Corporation to transfer any subsidiary activity to a participating 
government if it requested it. Not long after, the finishing workshop, 
the cold storage plant and the lock factory were transferred to the state 
Governments in whose territory they resided. These steps were the first 
indication that the DVC’s authority for regional development was com- 
ing into conflict with the emerging administrative structure in India. 
That structure was based on the elements of the national five year 
plans, the first of which began in 1951, and the five year plans of indivi- 
dual states, with the implementation of those plans being left respectively 
to the Central and state governments. In terms of this structure, the 
DVC was just a redundant administrative unit planning for and per- 
forming functions that normally belonged under State jurisdiction. In 
this conflict the DVC’s regional authority gradually gave way. Within 
seven years of the DVC’s establishment the process had begun of whittl- 
ing the Corporation down from a regional development authority to an 
engineering organisation. 

FLOOD CONTROL 

By mid- 1959 the dams in the first phase were nearly completed, 
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However, in October of the same year the Damodar river flooded caus- 
ing very heavy damages. The flood which caused these damages was not 
as large as the target flood which the four dams were supposed to be 
able to control. The reasons why the flood system failed are: 

1 . Water levels in the reservoirs were higher before the flood 
started than the DVG’s own reservoir operations guides in- 
dicated they should have been for that time of year, because 
the Corporation had decided to store an extra amount in order 
to send a flushing dose down the river to clean it out. 

2. The reservoirs were not allowed to fill to their limits because 
the upper portions were still inhabited by villages and a pump- 
house of Sindri Fertilizer Corporation and because Pancbet 
Hill Dam had not yet been completed. 

3. There was a breakdown of communications during the flood 
between the DVC’s Manager of Reservoir Operations, report- 
ing stations upstream and West Bengal Government engineers 
downstream who reported on water levels. The communica- 
tions breakdown had the result that water was released from 
the dams at too slow a rate in the early part of the storm. 

The rather surprising fact that there were still many farms and 
families remaining withing the reservoirs in 1 959 is attributable partly 
to the trouble encountered in rehabilitating those families who did 
move. At the time of the flood, the DVC apparently had no plans for 
moving the remaining inhabitants. This meant that if the DVC were 
to follow a policy of never flooding the property of residents in the re- 
servoirs, 35 per cent of the existing flood storage capacity would have 
been wasted, and flood protection for the lower valley could be drasti- 
cally reduced. During the 1959 flood water in Maithon and Panchet 
Hill Reservoirs did in fact rise far enough to flood some but not all of 
the houses and fields of the people living in the reservoirs, but from 
1959 at least to 1964 the DVC’s reservoir operations guides have for- 
bidden their being flooded again. 

After 1959 the DVC tried to persuade the participating governments 
to let the Corporation acquire the remaining property. However, after 
four years of procrastination by the two state governments the request 
was turned down by Bihar, and when these words were written, the 
people were Still living in the reservoirs. 

About the time that the four dams were completed, the DVC 
appointed the Augmentation of Water Resources Committee with 
membership comprising engineers from the Government of India, the 
Government of West Bengal and the DVC to investigate the need for 
further measures to improve and au^ent the Corporation’s water 



Damodar Valley. 'Corporation 67 


resource system, that is, to investigate whether the Corporation should 
proceed witli phase two of Mr. Voorduiii’s plan. The Committee’s 
main recommendation was the construction of a fifth dam which, if 
correctly used, would provide enough flood control to protect the valley 
against flooding from a 15 inch storm in five days and would store 
enough water to meet the foreseeable increase in demand for industrial 
and domestic water consumption. It was estimated that a 1 5 inch storm 
in five days would strike the valley only once in 165 years. 

The DVC subsequently asked the participating governments for 
sanction to build the fifth dam. However, West Bengal opposed the 
scheme on the grounds that additional dams would so reduce the flow 
of water in the lower valley that there would be silting in the Hooghly 
river and other forms of deterioration would occur in other areas. 
After years of bargaining the fifth dam was finally sanctioned in 1964 
to be constructed at Tenughat on the Damodar river, but since West 
Bengal refused to make any contributions towards its cost, the Govern- 
ment of Bihar is building the dam in Bihar alone to supply industrial 
and domestic water in the upper valley. The DVC is not parti- 
cipating in the project even though the dam is within the valley. 
West Bengal seems to have played a shrewd game in those years of 
bargaining, for it will presumably gain the benefit of some flood control 
when the dam is built, without making any contribution to the cost. 
But the consequence for the DVC of West Bengal’s gain was that the 
Corporation was once more left out of a project that had previously 
been included within its jurisdiction. 

It is illuminating to contrast the planning for new dams in the 
Damodar Valley with the planning stages of water projects in the United 
States. For water resource projects in the United States prepared by 
the Army Corps of Engineers, group interests as of 1951 were allowed 
to present their views to the Corps and to Congress at a minimum of 
thirty-two stages.‘^^ Planning of water projects in the Damodar Valley 
has been largely an intra-governmental process in which various affect- 
ed goveniment interests have participated but only rarely have the views 
of non-governmental interests been sought. Yet it is desirable that the 
views of residents of an area affected by water projects be carefully 
taken into consideration. It would be desirable, for example, for 
residents of the lower valley to realise that their flood protection would 
be reduced by approximately one-third if the DVC persists in the 
decision not to flood the properties of those persons still living in the 
reservoirs. However, it would be making too great a demand to expect 
the planning of water projects in India at this time to manifest the 
sophisticated democratic involvement found in the United States. 

^^Arthur Maass, Muddy Waters^ the Army Engineers and the Nation s t^ivers^ 
Cambridge, 1951, p. 37, 
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WATER FOR INDUSTRIES AND IRRIGATION 

A development unforeseen when the DVC was formed was the 
tremendous increase in demand for water for industrial purposes. By the 
early 1960s the annual quantity of water supplied to industries exceed- 
ed that used for irrigation, and the demand is expected to continue to 
rise very rapidly, especially since little has been done to encourage con- 
servation of water in industrial use by recycling, air-cooling and other 
devices. Water for industries has been made available by reducing the 
size of the target area for dry season irrigation. 

The present irrigation targets are 9,70,000 acres during the monsoon 
period and 50,000 acres in the dry season, the latter being a big reduc 
tion from Mr. Voorduin’s 7,60,000 acres. However, these reduced 
targets have not been achieved. As recently as 1964 only 6,54,000 acres 
received irrigation water during the monsoon season and only 36,000 in 
the dry season. The main reason for the shortfall up to 1 965 is that 
although main canals had been constructed, branch water courses and 
field channels had not been built, so that water could not reach all the 
fields included within the targets. The DVC, acting on the DVC Act’s 
provision that it be a bulk supplier of irrigation water, constructed 
irrigation channels to blocks with an average size of 600 acres, and left 
it for the villagers or the retail distributor, the West Bengal Govern- 
ment, to construct channels within these blocks. Until the field channels 
are constructed the only way that water can reach distant fields is for it 
first to flow over fields nearest that outlet. Often roads, gullies, hills 
and other obstacles do not permit water to reach more distant fields. 
Moreover, farmers with fields nearest the outlets generally retain the 
water until they get enough, and let it pass to other fields only after a 
lapse of some time, so that even those distant fields that do receive 
water do not get it when they need it. By 1965 the villagers had under- 
taken almost no construction of field channels, partially for the above 
reason but generally because of inexperience with irrigation techniques , 
and the West Bengal Government had built none but instead kept 
urging the DVC to build the field channels. In 1959, following a 
Planning Commission’s recommendation, the Government of India 
requested the DVC to dig channels to blocks of 150 acres in size. 
However, the DVC’s response was slow, and by 1 964 little had been 
done. The DVC’s hesitation to improve the irrigation system both 
before and after 1959 was partly attributable to its expectation that 
West Bengal would take over control of the whole irrigation system. 
In 1956 both the DVC and the West Bengal Government agreed that it 
would be more economical for West Bengal to control the bulk supply 
of water as well as the retail supply. Accordingly, in the same year. 
West Bengal promised to take over the system. However, it procrastinat- 
ed and did not assume control until April 1964, and then it did so only 
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on the condition that the Central Water and Power Commission take 
over management of the DVC’s reservoir operations. Thus, two more 
important functions were taken from the DVC. 

The DVG has at no time tried to form farmers cooperatives or 
devise related schemes to promote proper use of the irrigation water that 
it was supplying. Nor has the Corporation made any effort of a like 
nature with ultimate power consumers. In sum, with the possible excep- 
tion of its soil conservation extension activities, mostly in Bihar, the 
DVC has not performed the role considered to be such an important 
component of the TVA model, that of helping final consumers to utilise 
the regional authority’s products in the best manner, by forming co- 
operatives and so on. To some extent the DVC’s behaviour may be 
justified by provisions of the Act which indicate that for both irrigation 
and power the corporation is to be bulk supplier and the two state 
governments are to be retail distributors. The Act does not explicitly 
prohibit the DVC from making an arrangement with ultimate con- 
sumers, and it does state that the state governments should consult 
with the Corporation before setting rates for power and irrigation 
water which are to be charged ultimately from consumers. In fact, the 
states have not consulted with the DVC about rates and there is little 
doubt that they would prohibit the Corporation from making any 
arrangements with ultimate power consumers. However, the Corpora- 
tion might have tried to work more closely with irrigation users. 
Instead, the Corporation seems to have alienated many farmers by not 
adequately consulting with them before digging channels. Some farmers 
who were to have their fields split by irrigation channels obstructed 
workers trying to construct the channels by lying down on the ground 
where the new channels were to be dug. 

NAVIGATION 

The DVC extended the Left Bank Main Canal to the Hooghly 
river, installed 22 locks and prepared the waterway for navigation at a 
cost of Rs. 4,75,00,000 (approximately US $ 63,33,000) over and above 
the cost of constructing the irrigation system. The canal was supposed 
to be finished by 1958; however, it was not ready for use until late 1963, 
and it had not been used except for testing as of April 1965. The 
reason for the delay is that a large additional capital expenditure is 
required for the purchase of vessels to ply the canal, and for a rope- 
way to conduct coal, the main expected cargo, from the mines to the 
water, but there has been doubt whether it is feasible to make this 
expenditure since it would possibly still be cheaper to transport coal to 
Calcutta by rail. The investment in the navigation may have been a 
complete waste of money. 

In June of 1958 a Navigation Enquiry Committee had recommended 
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placing the canal under West Bengal’s management but as of 1965 
takeover by the West Bengal Government of that portion of the canal 
which extended beyond the irrigation area was still under negotiation. 

ELECTRICITY 

The DVC supplies electrical power in amounts of 30,000 volts or 
more to the State Electricity Boards of Bihar and West Bengal for retail 
distribution and directly to industrial consumers who require power in 
such large voltages. It presently sells power to consumers within the 
valley and outside the valley as well. For example, it supplies much of 
Calcutta’s power needs. Since 1962 the Corporation has exacted a 
price high enough to enable its power operations to yield a profit of 7 
per cent on investment. This return is one of the conditions imposed 
in the DVC by the World Bank in return for granting loans for the 
construction of four of the DVC’s thermal power units. 

Between 1953 and December 1964 the DVC increased its aggregate 
power capacity from 154 MW to 604 MW; by mid-1965 the capacity 
was to be up to 729, and at that time two further 125 MW units were 
under construction.^^ The DVC’s power system has at times been the 
largest in India, but for reasons to be explained its growth has fallen 
below that of other large systems. 

At first the growth in demand caught the Indian Government off 
guard. Although the DVC had requested sanction to add another 
50 MW unit to Bokaro back in 1953, the Government of India, dubious 
about its need, did not grant sanction until May 31, 1956. By mid- 
1957 the DVC’s power facilities were under strain; in 1958 all consumers 
were requested not to increase their offtakes until further notice. In 
March and April 1961 there was a power crisis when three overworked 
generators of the Calcutta Electric Supply Corporation broke down at 
a time when the DVC’s three newest thermal units were out of commis- 
sion because of faulty design. The power shortage lasted until the 
first 125 MW unit at Chandrapura was commissioned in October 
1964, 

The Government of India raised no obstacles to the sanctioning of 
later additions to the DVC’s capacity. But by the mid- 1950s West 
Bengal and Bihar were making determined efforts to develop their own 
generating capacities with the result that, although they had agreed in 
1947 to let the DVC produce power in their states, by the mid-1950’s 
they reacted more as if the DVC were an unwelcome intruder. As a 
consequence, West Bengal opposed new generating units for the 
DVC causing delay in their being sanctioned, and managed to build its 

23A11 units subsequent to those planned in the first phase have been thermal power 
units because they have been found to be cheaper sources of power in that region than 
hydro plants. 
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own thermal station less than five miles from a DVG thermal station 
within the Damodar Valley at Durgapur. It obtained the Centre’s 
permission to expand this station against the will of the Planning Com- 
mission and the Ministry of Irrigation and Power, and only by the 
exertion of political influence. Subsequently, at the urging of the two 
state governments the DVC was forced to agree not to increase its 
sales of power to consumers outside the valley; later it was compelled 
to agree to withdraw existing supply as soon as the State Boards are 
in a position to serve these loads from their own power stations. In 
recent years the DVC has had to insist demands from the West Bengal 
Electricity Board to supply power from the Board’s own stations to 
consumers within the Valley itself, hitherto a market reserved exclusively 
for the DVC. 

REORGANISATION OF THE DVC 

In flood control, irrigation, power and many other areas, disputes 
with the state governments, especially West Bengal, have arisen with 
increasing frequency, and the above case studies illustrate the manner 
in which these disputes have affected the DVC’s operations largely by 
causing delays in the planning stages of projects. Although only a 
portion of the DVC’s difficulties can be attributed to friction with West 
Bengal and Bihar it was largely as a result of this friction that the 
Government of India began in 1962 to examine schemes for reorganisa- 
tion of the corporation. One scheme reported under consideration is 
the following: West Bengal would assume ownership and control of 
the navigation canal and other subsidiary activities in that state in 
addition to the irrigation system; Bihar would take over the DVC’s 
Soil Conservation Department and other subsidiary activities in that 
state.^^ The Central Water and Power Coraraission would take over 
control of the dams and continue to operate the reservoirs. The DVC 
would then be reduced to a wholesaler of electricity, but the Central 
Government would want it to be wholly owned and operated by the 
Centre. If implemented, proposals such as these would bring about 
the total destruction of the "TVA Idea’ in the DVC. 

ALTERNATIVES TO DVC 

In the light of the DVC’s experience it is useful to enquire whether 
an alternative form of organisation would have been more suitable 
than the corporation form. A substantial literature has been generated 
by the debate over alternative forms of administration of river valley 


The Statesman, Calcutta, December 7, 1963. 
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projects.^® In India the prevalent form is the control board system. 
According to this system actual construction is carried out depart- 
mentally by the governments in the state in which the projects are 
located, each government contracting that portion of the project which 
lies in its own State. The whole project is built under the supervision 
of a chief engmeer who in turn often functions as member-secretary of 
a high level control board comprising ministers and other very high 
level officials from the Centre and the state governments concemed.^^ 
The control board meets once every six or eight weeks, and its main 
functions are, firstly to expedite the making of high level decisions 
requiring the approval of all participating governments, secondly, to 
devise arrangements so that the project authorities can cut through red 
tape for such matters as making purchases and hiring personnel, thirdly, 
to coordinate the various components of the project. Since the boards 
do not have statutory legitimation, they officially have no power, but 
conventions have been adopted by some boards whereby the decisions 
taken by them are automatically implemented by the participating 
governments. Arrangements have been made in some cases for emer- 
gency decisions to be taken between meetings subject to later ratification 
by the boards. Each board is assisted by a whole-time chief accounts 
officer and in many cases by a financial adviser as well. 

The research undertaken by the author was insufficient to permit 
a rigorous comparison of corporations and control boards; however, the 
foregoing discussion raises some issues which are of fundamental impor- 
tance for such a comparison. 

Under the control board system the various activities are operated 
by the participating state governments. However, under the corporation 
approach, the corporation operates the activities. For the DVC it was 
shown above that this has led to problems of overlapping jurisdiction. 
These problems have been sufficiently serious that it appears now that 
it might have been better for the state governments to have performed 

25poj. the following sources examine the topic: Fifth Report of the Estimates 
Committee of the Lok Sab ha, New Doihl, I95h2; Report of the Damodar Valley 
Corporation Enquiry Committee New Delhi, 1954, Chapter 8; Sudhir Sen, “The 
Future of Public Corporations” in Supplement of Capital, December 17, 1953; Henry 
C. Hart, New India s Rivers, C'dlcutidi, 1956, Chapter 9; Papers of the Fourth Irriga- 
tion and Power Seminar held at Hirakud, Orissa, January 14-16, 1957; ECAFE 
Flood Control Series No. 19, Proceedings of the Fourth Regional Conference on Water 
Resources Development in Asia and the Far East ; A.H. Hanson, Public Enterprises and 
Economic Development, London, 1959, Chapter 10. 

2®For detailed descriptions of this form of administration see: ECAFE Flood 
Control Series No. 11, Multiple Purpose River Basin. Development in India, Burma and 
Pakistan, Bangkok, 1956 and a paper presented at the Fourth Irrigation and Power 
Seminar held at Hirakud by the Ministry of Irrigation and Power entitled “Control 
Boards for Major Multi-Purpose Projects” (mimeo). 
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many of the D VC’s functions right from the start. As far back as 1956 
the DVC and the participating governments all believed that it would 
be more efficient for West Bengal to control the DVC’s irrigation system 
than for the DVC to do it. The discussion held earlier indicated that 
with two organisations involved it was possible for each organisation to 
shirk its own responsibility and simultaneously to blame the other 
authority for any shortcomings in the system. Matters such as the 
location of field channels and outlets, the timing and quantities of water 
supplied to particular fields require close coordination between the build- 
ers of the irrigation system, the operators, the state agencies responsible 
for agriculture and the users and this coordination would be facilitated if 
the state government were fully responsible for the irrigation system. The 
state government would have more of an incentive to prevent stealing of 
water by farmers near main channels if it was responsible for the irriga- 
tion system. Before the transfer, the DVC was paid for the supply of 
water on the basis of acreage irrigated as measured by the Government 
of West Bengal. In that situation both the government and the farmers 
had an incentive to understate the area receiving water. With West 
Bengal in charge, if collections do not suffice to meet operating costs 
that government has an incentive to raise the rates, which was not the 
case when the DVC was in charge. 

Similar arguments can be made that the Navigation Canal should 
be under the control of the West Bengal Government, and were in fact 
made by the DVC Navigation Enquiry Committee. Soil conservation, 
promotion of fishing, agricultural extension and promotion of industries 
can probably be handled at least as efficiently by the state government as 
by the DVC. At present, work done by the DVC in its subsidiary 
activities runs the risk of unnecessary duplication with the much larger 
programmes involving the same activities run by the state govern- 
ment. 

Power might be more economically produced in West Bengal and 
Bihar by a single inter-state system with giant thermal power stations. 
The DVC’s system might have become such a grand system, but it was 
not allowed to. Alternatively, if the DVC had never been granted the 
power to produce electricity, the power needs in Bihar and West Bengal 
would presumably be served completely by the power stations of their 
respective state electricity boards, and if these were carefully linked 
together and with outside grids the reduction in efficiency below that 
of the single system might not be great. The present arrangement of 
three power systems is probably the least efficient solution, partly be- 
cause there would be less scope for establishing more economical giant 
thermal power stations and partly because of time-wasting disputes bet- 
ween the three agencies responsible for power in the region. Even if 
the DVC could be reduced to a completely centrally owned corporation 
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whose only function would be the supply of electricity there would very 
probably still be disputes between the DVC and the two state electricity 
boards because the DVC’s jurisdiction overlaps those of the two state 
electricity boards. This competition seems to be the reason why the 
reorganisation discussed earlier has not been achieved. The Cen- 
tral government wants the DYC to continue as a power organisa- 
tion; the state governments are reported to want the DVC to be 
disbanded completely and its power producing facilities given to 
them.^'^ 

The above discussion did not consider the problems of the hydro- 
stations located at the dams. The construction and operation of these 
are closely related to the construction of the dams and operation of the 
reservoirs and so there are grounds for arguing that the authority which 
controls the dams should control these hydro-stations as well. If the 
DVC’s power system had been restricted to hydro-stations the dispute 
with West Bengal over who should build new thermal plants would have 
been avoided.^^ 

The only functions in the operating stage that seem to belong more 
logically to the DVC than to the state governments are: (1) reservoir 
operations, and (2) operations of the hydro plants. Apparently the West 
Bengal Government did not like the idea of the DVC operating the 
reservoirs, and so reservoir management is now under the management 
of the CWPC. In any event, these functions do not require a govern- 
ment corporation for their operations. Hence, is it worthwhile to establish 
a government corporation for the construction stage only? If not, then 
a government corporation may not have been a suitable form of ad- 
ministration for the DVC. 

NEED FOR INDEPENDENT AUTHORITY 

The Corporation, however, solved one problem that would have 
caused great difficulty for the control board system, that is, that the 
dams had to be located in Bihar while almost all the benefit s of the 
dams go to West Bengal, As mentioned above, under the control board 
system each state builds that portion of the set of projects located in its 
own state. But it seems unlikely either that Bihar would have consent- 
ed to build the DVC dams for the West Bengal Government, or that 
the West Bengal Government would have to let Bihar build the dams. 
But both states did agree to an independent agency, the Damodar 
Valley Corporation. 

r/ze Calcutta, December iO, 1963. 

“^Since the total installed capacity at DVC hydro power stations is only 104 MW 
compared with the total DVC capacity of over 1,000 MW by 1967, difficulties of 
coordinating the offtake of power from the two sources should not generate much 
concern even if they were under separate ownership. 
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Perhaps the control board administration could have been adopted 
with the proviso that design and construction of the dams be contracted 
out to private firms. The DYC experience suggests that there were not 
any Indian firms in existence before the mid-1950’s capable of handling 
the biggest D VC dams, so the contracts would have had to be given to 
foreign firms. But this solution has a drawback also. Under the DYC 
the dams were built primarily by Indians, and in this way their con- 
struction of the dam served an important educational function. More- 
over, the DYC experience also suggests that unless the planning and 
construction of the dams were placed completely in the responsibility 
of a single supervising contractor it would be necessary to have a per- 
manent strong and controlling authority with a large team of senior 
engineers and supervisors to hire and supervise the contractors. 

Thus, some sort of strong, independent authority seemed to be 
necessary to build the DYC projects, unless the Central government 
offered to build them itself A government corporation is such an agency, 
but if the participating governments were right in choosing a govern- 
ment corporation they may have erred in giving that corporation too 
many functions. But if some functions were separated from the corpo- 
ration two problems would have arisen: (1) the need for some super- 
visory body like a control board at a more senior level than the cor- 
poration to coordinate the various related projects; and (2) the cor- 
poration might not have been able to justify its existence after the dams 
were built. Whether, in these conditions, a corporation would be the 
best form of administration, or whether some other type of authority 
would be preferable, is a question that cannot be answered here. 

There are yet two further considerations. In its early years the 
DYC may have derived important benefits from being a pioneer 
organisation conducting what was viewed as a promising experiment in 
development. It may have attracted unusually high calibre personnel 
and, in spite of teething troubles and delays, it may have undertaken 
its projects earlier and more competently than the governments of West 
Bengal or Bihar would have if they had been given responsibility for 
some of the DYC’s projects. 

Secondly, if the DYC had been deprived right from the beginning 
of all major functions except for building and operating the dams and 
the hydro stations, this solution would not in itself have prevented the 
‘teething trouble’, the problem of rehabilitation, the 1959 flood, the 
failure to acquire all the property in the reservoirs, or the delay in 
sanctioning the fourth unit at Bokaro. It is true that if the DYC 
had not been allowed to build thermal power stations, the competition 
with West Bengal and Bihar for the right to build new thermal plants 
would have been avoided. In addition, if West Bengal had possessed 
the irrigation system from the start the irrigation potential might have 
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been achieved more rapidly but yet irrigation projects throughout 
India have fallen far short of their potential in the early years 
of operatioiu^® 

One possibility which has not been considered hitherto is to have 
enlarged the DVCs power and autonomy in the beginning, to have 
given it, for example, a monopoly of generation of electricity in West 
Bengal and Bihar, full powers over irrigation within the Dainodar 
Valley, and much more autonomy from the participting governments. 
However, it is doubtful whether this alternative would ever have been 
politically feasible, and secondly, whether it would have prevented 
wasteful disputing between the D VC and the two state governments. 

CONCLUSION 

In conclusion, it is quite possible that there may not have been 
any superior alternative to the original DVC and the loss of some 
of the Corporation’s functions does not imply that the Corporation 
has failed or even that these functions should not have been given to 
the Corporation originally. But whether it was wise or not to establish 
the Corporation, it is sad to see this enterprise that once had great 
hopes and that has likely had an enormous and beneficial impact in 
eastern India now viewed by many people as a failure, treated by others 
more powerful than itself as an unwelcome intruder in their jurisdic- 
tions, drained of independence by all three participating governments, 
left helpless to defend itself, a passive observer of its own dismember- 
ment.^® □ 


A.O. Hirschman suggests several reasons why it may not be possible to realise 
the full potential on irrigation projects until some time after the main channels are 
constructed even io the absence of jurisdictional difficulties. See his Development 
Project Observed, Washington, The Brookings Institution 1967, pp. 69-71, 

39That the Corporation has been able to survive at all in the face of encroachments 
by the participating governments is, as Professor Hirschman suggests, probably due 
to its ability to assemble quite early an experienced electrical engineering organisation, 
which, with the aid of foreign contractors, established one of largest power generating 
systems in India. (A.O. Hirschman, Development Project Observed, Op, cit., pp. 49-50). 
The magnitude of the expansion of the DVCs thermal generating capacity was pro- 
bably not foreseen in the 1940s, and it occurred during the very period when the Cor- 
poration was being deprived of other functions, but it has been resisted all the way, 
and that resistance, as pointed out on pages 28 and 29 seems to be seriously impeding 
future growth. 
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A COUNTRY benefits a great deal by the public sector enterprises 
only when they are managed efficiently. It loses a great deal, on 
the other hands, if s carce financial r esourc es and scarce managerial 
talent are wasted. In Indla^'''irear‘ervthusiasm is seen at the time "of 
allocating resources to the industrial and commercial projects in the 
public sector but the bitter truth is that sufficient attention is not paid 
to the efficient management thereof. Millions of rupees have been in- 
vested in public sector projects but unfortunately their performance is 
far from satisfactory. The Neyveli Power Project in the South, Heavy 
Engineering Industries Corporation at Ranchi, Steel Plants at Rourkela, 
Bhilai and Durgapur, etc., are some examples. The poor performance 
of some of these can be attributed to inadequate assessment of demand 
but most of them could run efficiently and earn sizable profits if certain 
problems could be solved immediately. The author proposes to examine 
the most important of these problems in this article. 

The success of any enterprise, whether in the private or public 
sector, depends upon two things: (a) organisation and structure of the 
enterprise, and (b) quality of its personnel. The organisation and struc- 
ture of the enterprise should be conducive to its efficient management 
and the quality of its personnel should be the best available. Both these 
things are necessary . A badly designed organisational structure presents 
obstacles to high performance no matter how hard working and able the 
managers are, and vice versa, if the organisation and the structure is 
excellent, it cannot be run efficiently if the quality of management is not 
of the required standard. Therefore, the problems of the public sector 
enterprises may be examined with respect to these two areas. 

ORGANISATION AND STRUCTURE 

The organisation and Structure of a large number of public sector 

'prpin Indian Journal of Public Adirdnistration, Vol. XIV, No. 2, 1968, pp. 308-21. 
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enterprises in India is not generally conducive to efficient management. 
The main drawbacks in this regard are discussed in the following 
paragraphs. 

Board of Directors 

The Board is appointed by the appropriate government, i.e., either 
the Central or the State or by both. Generally, the practice is to appoint 
such a Board for a term of three to five years. In the private sector, the 
membership of the Board remains more or less unchanged; though there 
is a provision for retirement of a certain proportion of directors at 
certain intervals but they are eligible for re-election. Continuity in policy 
making is ensured in the private sector. But this is mostly not so in the 
public sector because of the short term for which Board of Management 
is constituted. Again, because of its short term, the Board is not gene- 
rally able to devote much attention to evolving basic policies on a long 
term basis. It would generally be interested, in short term solutions by 
way of expediency. It would not be interested, for example, in chang- 
ing the recruitment procedure, in adopting modern methods of manage- 
ment like Industrial Engineering in modernisation and rationalisation of 
various procedures, etc. Again the Board of Directors consists of 
officials and non-officials. Non-officials are largely on a part-time basis. 
They are mostly politicians. It cannot be said that they possess the 
required outlook for managing an industrial or commercial undertaking 
efficiently. Their qualifications and experience, in many cases, would 
not entitle them to hold important positions in the top management of 
an enterprise with the result that there is a wide gap between the know- 
ledge and outlook of the full-time permanent managers and that of the 
part-time non-official politicians who are appointed for a short time. 
This gap is a great handicap in the public sector against implementation 
of new ideas and modem methods of management. It is true that per- 
sons having close touch with the people and doing social service in the 
society can bring their experience and knowledge to bear upon the policy 
decisions, but this is not enough. What is also required is the correct 
outlook and a scientific attitude towards management. 

Top Executive 

Similar are the difficulties with respect to the top executive. The 
managing directors or the general managers are normally appointed 
from outside the enterprise. Mostly they come from the Indian Admi- 
nistrative Service. It is true that many of them are intelligent and hard- 
working and it is not difficult to train them in the art of management of 
public sector enterprises. Most of them are already managing men in 
their respective spheres of duty and those who have the correct aptitude 
and scientific outlook can leam without any difficulty the various facets 
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of management in a public sector enterprise. The main problem here is 
that they are appointed in public enterprises only for a short period. 
They are withdrawn at the sweet will of the appropriate government. In 
majority of the cases, by the time they know the problems, get acquaint- 
ed with modern management techniques and begin to implement the 
same, they are transferred to other jobs. The continuity is lost. The 
Board of Management also changes periodically. The frequent transfers 
of the managing director or the general manager further aggravates the 
situation. The creation of the Industrial Management Pool in 1957 was 
meant, among others, to remedy this deficiency. But, as very ably 
analysed by Dr. Paranjape of the Indian Institute of the Public Ad- 
ministration in his study of the Pool, the scheme has not succeeded for 
several reasons, an important one being rigidity of government approach. 

In certain cases, the chairman is a politician or a social worker and 
is part-time. This leads to a very difficult situation especially when the 
chairman is aggressive in nature or politically powerful. The chair- 
man feels that he is the head of the organisation and, therefore, worries 
about details of the functioning of the enterprise, thereby rendering the 
chief executive officer ineffective. It is the latter who is the executive 
head of the enterprise. To quote Mr. M.D. Bryce: “He must have the 
authority as well as the responsibility of his position. He must be free 
to manage or he cannot be manager. Chosen for his competence as a 
business executive as well as a technician he must make his own decisions 
within the general policy directives of his board. Having the power, he 
can then be held responsible for the results of his actions and for the 
total success of the enterprise. Within broad limits, he should be allowed 
to adopt any form of organisation he feels will help him secure the 
results prescribed and to hire managerial, technical and other staff he 
feels are justified. He should be able to organise the work and the 
workers in the manner he feels will bring the best results. As owners, 
government cannot afford to give a general manager less than adequate 
power. To do so is to relieve him of the responsibility for results and 
the secret of industrial control and the achievement of industrial success 
is that the general manager must be accountable for results. If there is 
failure, there must be no doubt as to whose fault it is. Likewise, if there 
is success the manager is entitled to claim the credit and should be re- 
warded generously for his achievement.”^ I entirely agree with these 
observations of Mr, Bryce. However, these principles are hardly under- 
stood by a part-time politician Chairman. 

Objectives 

The next problem is of objectives. In the private sector, the objec- 

^ M.D. Bryce, Development: Guide for Accelerating Economic Grgwth^ 

New York, McGraw Hill, 1960, pp. 72-7?. 
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live of everybody from top to bottom is only one and is known to every- 
body. This objective is making maximum profits. Everybody strives 
his level best to achieve this objective. This is not so in the public 
sector. There is more than one agency to judge the public sector enter- 
prise. In addition to the Board of Management, consisting of mainly 
part-time non-officials, there are the members of the Legislature, the 
Council of Ministers, the audit authorities, the legislative committees, 
the Fourth Estate and the people at large who judge the success or 
otherwise of a public sector enterprise. Every one of them has diiferent 
standards of judgment, which again change from time to time. Many 
times judgments are pronounced by a layman without appreciating pro- 
perly the facts of the case. Today, in a large number of cases, the 
criteria to judge the success or otherwise of a public sector enterprise 
are not clearly defined in specific terms and accepted as such by all the 
different agencies of government. The emphasis placed by a govern- 
mental or legislative authority on a particular aspect often leads con- 
sciously or even unconsciously the top management to direct their ac- 
tions towards achieving those weak points which were stressed at a given 
time. To illustrate from a case of a State Road Transport Corporation, 
a member of the legislature complains against the cleanliness in a parti- 
cular bus station and judges that the enterprise is not functioning well. 
Or, a fatal accident happens near the town of another MLA, who con- 
cludes that something is wrong with the corporation. Again, if a special 
bus is not given to the students of a school or college, the Press feels 
that the corporation is not satisfying the needs of the students and is, 
therefore, inefficient. Though these points are mdividually important, 
the standards of judgment should be more basic and real. Some of the 
objective criteria which should form the basis for evaluating the perform- 
ance of a State Road Transport Corporation may be cited: fleet 
utilisation, vehicle utilisation, but staff ratio, KMPL (kilometers of 
journey per litre), tyre mileage, cost per kilometer, earnings per kilo- 
meter, net profit, rate of accidents and breakdowns, percentage regula- 
rity in arrivals/departures, the number of complaints per lakh of pas- 
sengers, etc. Absence of identity of objectives to judge the success or 
otherwise of a public sector enterprise greatly handicaps in motivating 
the top management to utilise their energy fully to achieve definite ends. 

Government Control 

The next problem is with respect to achieving the synthesis between 
the required governmental control and the much-needed autonomy of a 
public sector enterprise. Though the need for autonomy is conceded in 
principle by the government, in practice the trend has been towards 
greater governmental control and supervision. Parliament has also, in 
recent years, become more alive to public accountability of the stat^ 
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enterprises. On the other hand, the public sector enterprises need and 
want almost complete autonomy in their functioning. This continuous 
battle is being fought, particularly since the beginning of the second 
plan. There are a number of reports suggesting various solutions to this 
vexed problem but nothing substantial has yet been done. 

Government, whether at the Centre or in a State, is accountable to 
the people through the legislature for every rupee spent out of the con- 
solidated fund of the Centre/State. The Public Accounts Committee 
and the Estimates Committee (now, however, the Committee on Public 
Undertakings in the case of the Centre) examine respectively the expen- 
diture and working of the public sector undertakings on behalf of the 
legislature. Legislative control over public sector enterprises is also 
exercised through questions, motions of various kinds, debates on 
the Demands for Grants, discussion on annual administrative reports 
of the ministries and the individual reports of the various public sector 
undertakings, etc. The requirements concerning audit also act as a 
control mechanism. 

Government control is exercised through the appointment of Board 
of Directors at periodical intervals, appointment of the top executive, 
the requirement of obtaining government sanction with respect to crea- 
tion of posts carrying pay above specified financial limits and determina- 
tion of the pay structure and its revision, approval of the budget, fixa- 
tion of prices of goods/services, giving of directions in a number of 
fields, such as labour relations, provisions of amenities, etc. Further, in 
many enterprises, top managers cannot take decisions on certain issues 
without the concurrence of the financial advisers. 

Let me again quote Mr. M. D. Bryce. He says: 

From ministers on down, those in government who control in- 
dustrial enterprises either directly or through some facet of the 
administrative process, usually have an enormous reluctance to 
surrender any part of their connection with the projects. They feel 
that close control and supervision are necessary to secure the results 
they would like, but can never attain under a system of rigid con- 
trols. They feel that by enforcing civil service pay scales on an 
industry, they are preventing unfair discrepancies in earnings, when 
actually, what they are doing is preventing the industrial projects 
from getting the people they need. They feel that by making the 
government purchasing agency procedures apply to an industrial 
plant, they are saving money; actually what they do is delay pur- 
chasing and frequently force the project to lose a market advantage. 
They feel that, by going over current project budgets, and even by 
reviewing every voucher before payment can be made, they are 
safeguarding public funds; actually they are ensuring the loss of 
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public funds in deficits made inevitable because they have killed the 
initiative and commercial responsibility of the managers of the 
enterprise. 

The real control available to the government as an owner of an 
industriai plant is the same as that for the shareholders of a private 
industrial enterprise. It lies in the appointment of competent direc- 
tors who in their turn will appoint a capable general manager and 
establish sound policies to govern the conduct of the business. The 
test of whether the control has worked lies for the government, as 
for any owner, in a regular periodical review of results. Such a 
review is based upon an examination of adequate and timely annual 
reports and financial statements and the report of the auditor. The 
owners have the further right to question the general manager and 
to callhim to account for any shortcomings of his stewardship. If 
results are not satisfactory, the ultimate remedy is to change the 
directors and for them it is to change the general manager. 

Between the times whenThe reports of the enterprise are examined 
and the general manager is questioned by the minister in charge or 
by the cabinet representing the public, control rests in the hands of 
the directors. They should generally be appointed by the minister in 
charge and should be removable by him for cause at any time. They 
should be chosen for their business experience and their ability to 
make a success of a commercial venture. They should then be given 
the freedom to run the business. Of course, this should be in line 
with any general policy directives the government wishes to 
establish through the cabinet. The directors should limit their 
participation in the enterprise strictly to policy matters and avoid 
any interference in the routine management of the business. They 
should have to approve any large capital expenditure and should 
decide important questions of purchase, wage or sales policy and 
other basic policy matters. Beyond that they should leave the 
manager alone so that he can manage. He should attend their 
meetings to answer questions and explain his problems. The chair- 
man of the Board, like other directors, should have no executive 
powers. As far as the enterprise is concerned, the chairman and the 
directors should be part-tirne officials. If directors are full-time 
officials they are almost certain to get into matters of administration 
which should be left to the chief executive.® 

The above remarks of Mr. Bryce equally apply to the conditions of 
India where directors are part-time both non-officials and officials ex 
officio. Where, however, the Board of Directors are appointed from 

2M.D. Bryce, op. cit., pp. 71-72. 
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withiii the organisation, as is very often the case in the USA, then the 
President and Vice-Presidents would be full-time executives and they 
should have full executive powers. 

It is my impression that the quality of top people in the private 
sector is not generally in any way better than that in the public sector, 
but it is the organisation and its structure that is largely responsible for 
tlie marked differences between the performance of a public sector enter- 
prise and that of a well managed private enterprise. In the latter, the 
middle and top managers have not to worry about the Public Accounts 
Committee or the State Government or the Accountant General, nor 
are their hands tied in taking decisions in accordance with the wishes of 
the Financial Adviser. As the objectives are very clear, the managers in 
the private sector take correct and speedy decisions and show results. 
This does not happen in the. public sector because of the difficulties 
mentioned above. It is not impossible to arrive at a formula which will 
satisfy the needs of the constitution on the one hand and the demands of 
efficient management on the other. The main handicap in this regard is 
the rigidity of outlook and reluctance to part with powers by those who 
are sitting in the Secretariat. 

QUALITY OF PERSONNEL 

The other set of problems concerns the quality of personnel. The 
speed of progress of a developing country depends upon the availability 
of: (0 physical or natural resources, (//) financial resources, and {Hi) 
human resources. However, the human resources are more important 
because the optimum exploitation of both the natural and financial re- 
sources depends on the quality of the human resources. Similar is the 
case with an industrial enterprise. Quality of human resources in an 
enterprise refers to quality of the top executive, middle managers, and 
the lower rungs at the plant and office levels. The public enterprises are 
today experiencing several difficulties in recruiting and retainingpersonnel 
of good quality. 

Recruitment 

Article 16(1) of the Constitution of India directs that each citizen 
shall have an equal opportunity in matters of public employment. Hence 
direct recruitment to regular vacancies is mostly done through a public 
advertisement. It is generally desirable to recruit through advertisement 
as this ensures not only an impartial selection but alsp a large market 
for selection. But it works as a handicap in cases where there is an 
acute shortage. When the management sometimes locates an appropriate 
person, it cannot straightaway employ him on a regular basis and by 
the time the advertisement is issued, that person finds employment 
elsewhere. Temporary appointments do not serve the purpose. Again, 
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certain directives from the government for giving preferences and con- 
cessions to certain classes of the people tend to dilute the quality of 
selections. Scheduled castes/tribes, backward classes, displaced persons, 
handicapped persons, refugees from Tibet, East Africa, etc., persons who 
went out of business because of gold control, etc., are entitled to such 
preferences and concessions. The private sector is not obliged to give 
such preferences at the cost of efficiency. The non-official Board mem- 
bers are often associated in recruitment to various levels in public enter- 
prises. Influence from political and social quarters and even from civil 
service personnel at the higher levels also comes into play to the detri- 
ment of the quality. The last, but the most important, point is that the 
present low pay scales can attract only the average type of persons. In a 
mixed economy, there is a common employment market both for the 
private and the public sectors. There is a shortage of high quality per- 
sonnel, especially of the managerial cadres, in the country . There are no 
ceilings on emoluments attached to the posts in the private sector. Gov- 
ernment keeps a strict control, in many cases, on the fixation and revi- 
sion of pay scales in public enterprises. The comparison is generally 
made by the government with the pay scales of the civil service and not 
with those of the similar enterprise in the private sector. Giving good 
scales of pay is considered sometimes against the proclaimed aim of a 
socialistic pattern of society. Such an obsession affects adversely the very 
realisation of that aim speedily. The establishment of a socialistic pat- 
tern of society will rest largely on the success of the public sector enter- 
prises in the country. The success of the latter is considerably condition- 
ed by the quality of the top and middle managers which, in turn, greatly 
depends, amongst other things, upon the emoluments. If the differences 
in the emoluments of the private and public sectors continue to be as 
large as at present, the public sector will have to satisfy itself with the 
average quality of personnel. 

Promotion 

Promotion rules are generally framed on the lines of those meant 
for the civil service. Considerable weigh tage is given to seniority. Job 
descriptions, performance standards and objective appraisals of the in- 
dividuals on the basis of performance are relatively absent. There is 
generally no sound personnel policy. Sometimes outside influence plays 
an important part in promotions. To promote a really capable person, 
out of turn, is to invite accusations of favouritism and the risk of an 
enquiry and is, therefore, difficult. To grant advance increments is 
equally difficult. How can then one think of better methods of reward 
like profit sharing or salary determination on the basis of performance 
which operate in an efficiently managed private enterprise? 
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Personnel development 

The roost erucial need today, I believe, is to evolve a new, positive 
policy of personnel development at all levels. Planning and implementa- 
tion of development programmes and projects call for initiative, drive 
and achievement-mindedness of a high order. These qualities can 
develop and flourish only if there is a clear-cut, bold policy of personnel 
development through suitable schemes of training, career planning, 
annua! appraisal of individual performance, and well-defined incentives. 

However, there are at present a number of obstacles to such deve- 
lopment of the personnel in the public sector. The traditional outlook 
based on mistrust continues to plague its functioning. An officer, for 
example, is not judged by the results he achieves over a period. His each 
and every decision is scrutinised by various agencies including Auditor- 
General or the Comptroller and Auditor-General. An officer would have 
taken a thousand decisions of which 999 may have been correct and 
may have brought good results. But if he has committed a bonaflde 
mistake in the remaining one case, he would be asked to explain and 
may be charge-sheeted. Such old colonial practices based on mistrust 
should be thrown overboard immediately and boldly, and replaced by 
positive tests of overall achievements based on periodical appraisals of 
the individuals. Because anti-corruption or vigilance enquiries are held 
in cases where bonafide mistakes are committed, nobody likes to take 
the responsibility for taking speedy decision and instead, the buck is 
passed higher up. This saps initiative and retards personnel development 
and thereby affects efficiency. This does not mean that malafide mistakes 
also should go unpubished. Because one is dealing with public funds, a 
person who has committed a malafide mistake should be punished very 
severely and if necessary, imprisoned. But watch and vigilance on and 
audit of every decision is fatal to the success of an enterprise. This 
equally applies to the efficient conduct of government business. Again, 
delegation of powers to the appropriate levels helps develop the per- 
sonnel and contributes to speedy and correct decisions, and, therefore, 
ensures efficiency. 

As observed earlier, the reluctance to part with powers begins from 
the highest level, i,e., the government itself. Minister, secretariat officers, 
the Boards of Directors, the chief executives and middle managers are 
all afflicted with this malady. This is largely because nobody is responsi- 
ble for the final results. The chief executive oilicer of an enterprise should 
be held responsible for the results and he should be sufficiently armed 
with powers for the purpose. If he is responsible, he will immediately 
delegate responsibility and powers at the appropriate levels in the enter- 
prise for obtaining the maximum efficiency. In absence of a clear policy 
of development of personnel through delegation, of judging them by the 
results through periodical individual appraisals on the basis of mutually 
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agreed targets, of career planning and of training, where necessary, not 
only that the existing persoiinel do not develop and grow but the pro- 
mising ones even leave the organisation. 

Dlsciplme 

Some is the picture with respect to discipline. Labour laws apply 
equally to both the private and the public sector. Trade unions are 
mostly affiliated to political parties. The state governinents belong to 
one or another political party and the trade unions associated with that 
party try to bring political pressures to bear upon individual cases of 
discipline. Public sector enterprises cannot, therefore, many times enforce 
discipline even in cases where guilt is proved. Though this applies also 
to the private sector, enforcement is less difficult there. Again, outside 
interference contributes to dilution of general discipline. Instances are 
not wanting where the guilty persons have been reinstated on grounds 
other than merit. 

For all these reasons, good quality of persons cannot be recruited 
nor retained in a public sector enterprise. 

NEED FOR NEW AND DYNAMIC APPROACH 

Fora country like India where a large proportion of national 
income in the non-agricultural sectors is expected to be generated 
through public investments, it is absolutely necessary that the public 
enterprises should be managed efficiently and they should earn sizable 
profits. More than 3,000 crores of rupees have been invested during the 
three plans in the state industrial enterprises but the returns therefrom 
are disappointing. Many of them have incurred great losses, instead of 
making profits. This criminal wastage of national resources should be 
stopped forthwith. The rate of economic growth has been low in spite 
of heavy investments, largely because of inefficient management of State 
enterprises. On the other hand, population is expanding very rapidly. 
Per capita real income is almost stagnant. The expectations of the peo- 
ple have been raised very high. If the rate of increase in the real per 
capita income is not satisfactory in the next few years, it is feared, even 
the political stability of the country would be endangered. The problem 
thus assumes national urgency and immediate steps need to be taken on 
a war footing to put the management of industrial enterprises on a sound 
basis. 

On the whole, it appears that remedies are not difficult to find. It is 
not that the basic problems are not known to the authorities concerned. 
Literature in the form of reports of several committees both on public 
sector enterprises in general and on the performance of individual enter- 
prises is not inadequate. The present Prime Minister of India has time 
and again emphasised the need of efficient management of these enter- 
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prises. However, at the political level, the important political parties, 
the ministers and members of the legislatures, especially those who are 
members of the Estimate Committees, Public Accounts Committees and 
the Committee on Public Undertakings need to re-shape their attitudes 
and to look at the current problems of public sector from a more objec- 
tive and achievement-oriented perspective. At the executive level, 
secretariat officials, administrators, economists, accountant-generals and 
others both at the Centre and in the States dealing with public sector 
projects also need a similar change in their outlook. 

Next in importance is the problem of recruitment and development 
of good managers. Every public sector enterprise should pick up brilliant 
youngmen and build them up so that middle and top management posts 
are ultimately filled up from within the enterprise itself. This may take 
quite some time. For the immediate future, therefore, a list of persons 
who have shown high managerial competence — whether from the IAS or 
outside - should be prepared and those who are willing should be per- 
manently transferred to the appropriate enterprise. If a sufficient num- 
ber of such talented and willing persons to work as managers is^ not 
available, then hiiedium term’ deputations including those from the 
private sector may be the only alternative. The present practice of 
deputation of any officer from IAS or any other service, for a short 
period should be totally abandoned. These deputations should be 
confined to the transitional period till the enterprise builds its own 
managerial competence. In order that competent managers, adequate 
in number, are trained and developed, the approach outlined below 
should be adopted. Written orders embodying this approach as a policy 
should be issued by the government and they should see to it that the 
approach is followed by all concerned. 

(i) The enterprises should be run on the basis of trust. Practices 
inherited from the British days and built on mistrust should 
be discarded boldly and immediately. 

{ii) Anybody who has proved dishonest or has taken a malafide 
decision should be punished severely no matter how high he 
may be. 

(///) No official of a public enterprise should be subjected to suspi- 
cion or penalised for bonafide decision or advice. It should 
be the duty both of the government and the top management 
of an enterprise to create an atmosphere which promotes fellow 
feeling, freedom to express frankly one’s own opinions, delega- 
tion of powers to young middle managers, etc. Such a positive 
climate will help develop with great speed the human resources 
which are vital and which play an important part in maximis- 
ing the exploitation of physical and financial inputs. 
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(iv) A bold policy of regular and systematic recruitment and train- 
ing, reiiiforced by a career planning and development policy, 
should be evolved and implemented for injecting young blood 
at appropriate levels, 

(v) There should be a well thoughtout scheme of apprasial of 
individual performance, based on pre- determined targets or 
yardsticks; and salary determination, promotions, transfers and 
training should be based on such appraisals.' 

(vi) Salaries should be allowed to be fixed by the enterprise accord- 
ing to market conditions. The disparity between the salaries 
of the public enterprise personnel and those of their counter- 
parts in the private sector should not be so large as to hold 
back the talented personnel from joining the public sector 
undertakings. 

(v/7) The Board of Management should be a permanent body, with 
one-third of its members retiring every 2-3 years but re-eligible 
for election. The directors should be experts in man-manage- 
ment as well as in the sector to which the public enterprise re- 
lates. The number of members should be the minimum possi- 
ble. The chairman should be a full-time top executive. 

{viii) There must be identity of objective criteria for a given period 
to judge the efficiency of the enterprise. All the concerned 
agencies, such as the government, the legislature, the Accoun- 
tant General, the Board of Management and the Press, should 
be taken into confidence to the extent possible in evolving these 
criteria. If the performance of any public enterprise does not 
come up to such standards, the top manager should be taken 
to task. Generally speaking, like the private enterprise, the 
public sector enterprises should be able to pay taxes to the 
government, to provide for the required depreciation and pay 
off the debt. 

{ix) Public enterprises should be able to fix the prices of their pro- 
ducts except in case of public utilities where the government is 
obliged to protect the interest of the consumers. 

(a-) As far as possible, the audit of public enterprises should be 
carried out by the chartered accountants. The Comptroller and 
Auditor-General should be taken out of the picture for clieck- 
ing of individual transactions, as in the case of the nationalised 
State Bank of India. He should be associated, however, with 
the review of overall performance of the enterprise by the 
government and the concerned legislative committee. 

The various measures mentioned above will help bring efficiency 
into the management of the enterprise. But the deepening of the aware- 
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ness of the lisefulness of this approach, reinforcing of the willingness to 
implement it and its actual implementation at all the three levels— poli- 
tical, administrative and managerial"— will take time. Therefore, the 
earlier a start is made in this direction, the better it is for the good of 
the country. ■ 

Again, to improve the organisation and the structure, tO Tecruit and 
retain quality personnel and, above all, to build and develop good man- 
agers are important and difficult tasks and require boldness, foresight, 
and courage on the part of the political and administrative leadership; 
The development of these qualities in the managers of public enterprises 
is going to be a long training process. What can then be done in the 
nieantime? The only remedy, I feel, is to convert the existing public 
sector enterprises into mixed enterprises. A certain percentage of the 
shares should be offered to the private sector in all industrial and com- 
mercial projects (except in strategic or defence industries) and entrepre- 
neurs of proven ability in the private sector should he invited to join the 
boards of management and help putting the management of the enter- 
prises on sound economic lines. All new enterprises which government 
wants to start in the next 1 5-20 years should be of the mixed pattern. 
Every enterprise in the mixed sector, wherever possible should face 
competition from the private sector. Such competition will work as a 
built-in device for increasing efficiency. Similarly, every monopoly in 
the private sector should also be curbed by starting a company in the 
mixed sector. Large sums of money which may thus be released could 
be utilised for development of other important sectors of the economy. 
The switch-over to mixed enterprises will help speed up: (/) the building 
of managerial talents in the country, {//) creation of a sound organisa- 
tional structure, and (m) development of a sound personnel policy in the 
mixed sector. All these advantages will be available when government 
finds that the conditions are ripe to convert the mixed enterprises into 
wholly-owned public sector undertakings. Such an arrangement will 
also attract local savings, foreign capital, foreign know-how and mana- 
gerial talents through international lending agencies. It is my firm con- 
viction that this is the only and the right approach under the existing 
circumstances to improve the management of the existing public sector 
enterprises and consequently to increase the rate of economic growth. □ 



Managerial Personnel for 
Public Enterprises'^ 

Ajit IVl. Banerjee 


T here have been indications in recent times that all is not well 
with our enterprises. There have been frequent revisions of cost 
estimates, delays in construction and commissioning, and shortfalls in 
attaining of production targets. The question of modern planning and 
programming techniques apart, the success of the projects is predomi- 
nantly a function of the character and quality of its managerial personnel. 
While there is a growing awareness in government and enterprises about 
the importance of manning the enterprises with personnel of the right 
calibre, their efforts in this direction have been essentially half-hearted 
and diffused.^ The experiment initiated by the government with the 
Industrial Management Pool in 1959 has met with dismal success. While 
large enterprises like the Hindustan Steel are increasingly directing their 
efforts to recruit and develop managerial personnel, no bold and com- 
prehensive atteinpt seems to have been made to tackle the problem with 
a pragmatic approach. The reasons for the failure of the Pool scheme 
are too well known: lack of imagination in preparing the scheme, rest- 
ricted scope, and want of authority to implement. Out of 210 officials 
recruited to the Pool, about one-third came from within the government. 
The Pool was conceived in terms of generalist administrative personnel 
and non-technical personnel in functional fields like finance, accounts, 
sales, purchase, stores, transportation, personnel management, and 
welfare, etc. A broader concept of management in terms of all ffine’ 
personnel, both technical and non-technical,. whose duties involve plan- 
ning, directing and coordinating the w^ork of a group seems to have 
eluded our policy-makers and planners. 

The details of the process of selection both for technical and non- 

’From Indian Journal of Public Administration, Vol. X, No. 3, 1964, pp. 513-23. 
iThe examination of problem is confined to public enterprises set up as corpora- 
tions or government companies and engaged in industrial production. 
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ttcliiiical. positions V different enterprises, but they invariably in- 

clude laying down of minimum qualifications, advertisenients in news- 
papers, and interview by a selection committee or board set up by the 
enterprise. The policy statement made by the Government of India in 
April 1961, to serve as a guideline on recruitment matters, inter alia, 
provides that: (I) all recruitment to middle-level, both technical and non- 
technical positions should be made on an all-India basis, merit and 
qualifications being the principal criteria; and (2) for higher managerial 
positions, candidates available in the Industrial Management Pool should 
first be considered and failing such candidates, there should be advertise- 
ments on an all-India basis or screening of candidates who may have 
applied on their own for a particular position.^ 

The Estimates Committee have time and again recommended the 
creation of a central personnel commission on the lines of the Union 
Public Service Commission, or more than one commission on regional 
basis, for purposes of recruitment to middleandhigher leveljobs.lt 
has also suggested the constitution of an Indian Commercial and 
Industrial Service and a Finance and Accents Cadre, for all enter- 
prises, and a Central Engineering Service for multi-purpose river valley 
projects. 

The existing selection process does not in practice invariably operate 
on the merit system nor is it much related to job analysis and specifica- 
tions and a realistic estimate of manpower requirements on the basis of 
a scientific assessment of needs. Public enterprises have been to an 
extent the victims of local pressures in matters of employment. The 
selection techniques are woefully deficient in terms of assessing the 
managerial capacities and potentialities of the applicants for the job. 

Promotions in the enterprises are generally made on the basis of 
seniority, tempered with merit. A large number of enterprises have not 
laid down any promotion policy or rules and favouritism and nepotism 
are said to be rampant in varying degrees in different enterprises. There 
have also been complaints of accelerated promotions; and to meet this 
deficiency, the Estimates Committee recommended a minimum qualifying 
service of three years.® 

MANAGERIAL SKILL 

The structure of management cadres, the selection process and the 
promotion policy and practices are intimately inter-related. These deserve 
to be considered in the context of the type of managerial personnel our 
enterprises urgently need. The delays in execution, shortfalls in pro- 

-Note on Recruitment Policy in the Public Sector Projects, laid on the Table of the 
Lok Sabha by the Minister of Industry on April 14, 1961. 

^The Estimates Committee f?/* Public Undertakings, Fifty-second 

Report, paras. 198-205, Third Lok Sabhav New Delhi. 
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ductioii and not very happy labour relations in the enterprises point to- 
wards the imperative need for manning the enterprises by personnel who 
can obtain results. Such personnel must obviously have the necessary 
expertise required of their jobs, must be able to take risk and responsi- 
bility, should have not only the capacity to manage men and things 
within the enterprises, but also the ability and skill to plan and execute 
a strategy of action to win the support of higher echelons and outside 
influences, having a bearing on the success of the enterprise, and to 
meet unanticipated developments if the original plans and procedures of 
work fail to achieve the desired results. In other words, the managerial 
personnel must invariably have three types of basic skills: (1) technical 
skills, (2) human relations skills, and (3y organisational skills. 

The requirements of technical skills for public enterprises seem to 
suggest that the managerial personnel should be grouped into three types 
of cadres: (1) ‘generalist-manageriar personnel (corresponding to the 
generalist administrators in the civil service) who have a grounding in 
industrial economics, production processes (in select area of manufac- 
turing), project programming, production planning and control, 
purchase, stores and sales, financial structure and accounting of 
industrial enterprises, etc. (2) Tunctional-manageriar personnel, having 
specialised knowledge and experience in areas like accounts, sales, pur- 
chase, stores; and (3) ‘technical managerial’ personnel, i.e., persons with 
engineering and similar other technical qualifications whose duties 
involve managerial functions of some order. 

Linked with categorisation of managerial personnel on the above 
lines is the question of the area for which they should be recruited. The 
scheme of the Industrial Management Pool was too limited in scope and 
too wide in range. There is a growing demand today that individual 
enterprises, particularly the large ones, should have full autonomy to 
recruit and develop the personnel which they need (the autonomy exists 
in theory but perhaps not in practice!). The main reasons put forward 
in support of this are: each enterprise is for the most part dijfferent 
from others; the enterprises must have freedom in matters of recruit- 
ment and promotion to enable it to attain results with speed and 
economy; and recruitment on ‘enterprise’ basis provides a powerful 
mechanism for developing personnel from within and motivating them 
to higher levels of performance. The recommendations made by the 
Estimates Committee about the recruitment of personnel through a 
central or regional agency patterned like the Public Service Commission 
seem to ignore the hard realities of the enterprise life. They show utter 
disregard of the need for flexibility in personnel recruitment and the 
promotion process. 

The production process lends a particular character more to the 
hechnical-manageriar jobs in an enterprise and even some of the 
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‘functional-manageriaf jobs. It seems, ' therefore, ' desirable 'to group 
for purposes of recruitment all the enterprises togetiier which 
function in the same field of technology.^ Recruitment to ^teehnical- 
rnanagerial’ and ‘functional-managerial’ positions may be common 
to all the enterprises falling in a group. A common recruitment to 
such positions on an all-India basis does not seem to be feasible in view 
of the large increase in the number of enterprises which has already 
taken place and which is likely to come, as the public sector expands 
with the succeeding five year plans. On the other hand, the restric- 
tion on the recruitment process to the individual enterprises is likely to 
be too narrow in terms of the range and width of experience and will 
not be conducive to the development of initiative and ingenuity in the 
personnel. 

However, a "generalist-manageriar service on all-India basis will 
obviously bring along with it a high degree of prestige, enlargement 
of competence, richness and diversity by experience and wider oppor- 
tunities for development and climbing up to higher positions. These 
will decidedly be great assets for improving the effectiveness of 
enterprise management. The faults and failures of the Industrial 
Management Pool scheme do not stem as much from its all-India 
base as from its voluntary character and the lack of seriousness to 
operate it properly. The concept of a service is based on a real 
organisational need but it has to be applied with full regard to the 
specific circumstances. The security of tenure in the all-India ‘generalist- 
manageriar service should be eoiiditioned by demonstrable success- 
ful performance in terms of results. The idea of a service, even when it 
is workable, seems to be abhorrent to some people, but they seem to 
little appreciate the advantages of an organised system (for manning 
top positions in public enterprises in an economy where planning 
holds the key to future progress) over a loose and uncoordinated 
arrangement subjected to numerous pulls and pressures particular to 
each public undertaking. Does the latter alternative inhere the 
potentiality to develop a corps of ^generalist-managerial’ personnel 
of superior calibre which our public sector needs today?'*^ 

RATIONAL RECRUITMENT/PROMOTION POLICY 

Both for recruitment and promotion to higher managerial posi- 
tions, there is urgent need to ensure certain minimal requirements 
of organisational and human relations skills. The existing inter- 
view methods do not seem to have been really effective in selecting 

K. Paranjape, “State Enterprises: Co-ordination and Control”, Indian 
Journal of Public Administration^ October-December, 1961, p 528. 

K. Paranjape, The Industrie Management Pool: An Administrative Experi- 
ment, Indian Institute of Public Administration, New Delhi, 1962, pp. 78-83, 
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the personnel of right calibre. Here it may be desirable to supplement 
them with modem psychological testing techniques. 

Even for promotion the enterprises should take the help of psycho- 
logical tests to identify the specific characteristics of successful and 
unsuccessful executives. The existing system of efficiency rating in the 
absence of any objective and detailed criteria for evaluating the per- 
formance of the individuals seem to be of little real use for promotion 
purposes.' 

In the United States, substantial research has been done in deve- 
loping batteries of tests for selections to executive positions. These 
tests are designed to evaluate personality traits as well as intellectual in- 
sights and skills. Psychological tests of various types could be use- 
fully employed-— tests, such as projective, situational, mtelligence— to 
assess organisational and human relations skills of the candidates 
both for recruitment and promotion. Projective techniques like 
Thematic Apperception Test (TAT), suitably modified, has been pro- 
fitably used to predict the effectiveness of managerial personnel.® 
Situational tests are currently used by Armed Forces for adjudging 
organisational qualities like initiative, drive, leadership, courage to 
take risks, etc. Situational tests can be specially constructed to 
screen organisational abilities in relation to the needs of the enterprise 
for managerial abilities. Even special intelligence test can be useful 
for the prediction of future achievement, performance and the like.’ 

c According to TAT findings in Sears and Roebuck the successful executives exhi- 
bited eleven definite traits, and the unsuccessful, twelve. The former are: “(f) primarily 
motivated by the sheer accomplishment of work; (2) accepts authority without resent- 
ment; (3) has strong drive towards achievement first; (4) can organise events or facts 
and understand their relationship; (5) is decisive; (6) has a firm conviction; (7) has a 
constant drive to be moving and doing things; (8) has a pervasive fear of failure; (9) is 
aware of immediate realities and their implications; (10) identifies himself with super- 
iors and regards subordinates as doers of work; (I I) respects the symbol of authority. 
These traits are reported to be present in some degree in all efficient managers.’* 

Conversely, the test indicates that the failure of an executive is usually due to a 
combination of several of the twelve traits: (1) detailed minded; (2) avoids responsibi- 
lity— does not bother about changes or innovations; (3) desires social status of an 
executive, not the work itself; (4) unconsciously desires to be in some other non-execu- 
tive work; (5) intolerant of slow advancement through routine tasks; (6) cannot co- 
operate with associates or accept criticism; (7) resists authority; (8) arrogant with 
subordinates; (9) interprets situations in terms of fixed ideas; (10) concentrates all 
energy in his work; (11) fears success; (12) overly self-critical, convinced, he cannot 
succeed”, Perrin Stryker, A Guide to Modern Management Methods, McGraw-Hill, 
New York, 1954, p. 68. 

’For instance, the Wechsler-Bellevue Intelligence Scale or, in its more recent form 
the Wechsler Adult Intelligence Scale, is a widely used, well-standardised test, indivi- 
dually administered, which gives the intelligence level, cultural range, etc. This test has 
proved very useful for the prediction of future achievement, performance and the like. 

(Continued on next page) 
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There seems to prevail among government circles general scepticism 
aboat the atility of modern testing techniques, which is hardly justifiable 
by the conspicuous lack of effort on our part to experiment with them. 
Some spade work in this direction is underway in private industry. A 
serious research effort needs to be made for developing suitable tests 
valid in Indian situation. We can be sure of one thing; the psychological 
tests would decidedly help confirm or refute the assessment made by 
viva voce test and therefore be of definite value in weeding out mana- 
gerial personnel wh|> do not possess the requisite traits and skills. This 
by itself will be a great step forward, as our enterprises are reported to 
be plagued with considerable ‘dead-wood’ in the higher echelons of 
management. 

The problem of selection and promotion which we have considered 
so far relates to managerial personnel, which as commonly understood, 
do not include the Managing Directors/Chairmen of enterprises upon 
whom falls ultimately the responsibility for the success or failure of 
the enterprise. These top level executives are appointed by the President 
on the recommendations of the government. The recent enquiry by 
Mr. B. Mukherjee, into the causes of fire at the Heavy Engineering 
Corporation, Ranchi, has highlighted the failure of the top management 
in gearing the team of the enterprise to the best advantage of the under- 
taking, and in bringing about coordination. It has been reported that 
“there was almost chaos in certain departments of the administration 
due to many reasons, which led to a state of affairs where anything 
could have happened.”^ No improvement in the selection and promo- 
tion procedures for managerial personnel will yield any substantive and 
lasting results unless a similar improvement is effected with regard to 
top management. The selection of General Managers/Chairmen should 
be made by a constitutional body like the Union Public Service Com- 
mission through the use of rigorous selection techniques, including 
psychological tests. The latter should prove highly valuable in confirm- 
ing the results of viva voce with respect to the suitability of the persons 
recommended by the government in terms of the capacity to organise 
and to manage, the degree of achievement mindedness^ inherent in the 
personality and the extent to which it covers public responsibility. 

(Continued from previous page) 

It is also valuable in revealing discrepancies, for example, an exceptionally high intelli- 
gence but poor scholastic achievement. In either case the test has shown the necessity 
for gathering further information about the applicant. See: Mortram Torre (Ed.), 
The Selection of Personnel for International Service^ World Federation for Mental 
Health, New York, 1963, p. 153. 

8PTI Report, The Sunday Statesman^ October 4, 1964, p. 9. 

'•^David C, McClelland, The Achieving Society^ D. Van Nostrand^ New York, 1959^ 
pp. 39-6|, 
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Unless care is taken at this stage to select the right type of people to 
manage the enterprises, attainment of results will remain an uncertain 
proposition subject to all types of avoidable hazards. 

TRAINING 

Training schemes for the development of technical skills are fast 
catching up in most of the large enterprises.^® Only a few enterprises 
seem to have initiated supervisory and management training programmes 
(e.g.. the Hindustan Steel and Indian Telephone Industries). Some enter- 
prises have taken advantage of the training courses organised by various 
agencies like the National Academy of Administration, the National 
Productivity Council, and the Administrative Staff College. Air- India 
has recently started initial training for junior executives and supervisory 
cadres in certain departments; the Hindustan Machine Tools has posted 
junior executives as under-studies in the administrative departments. 

In private industry, the need for basic or foundational training in 
subjects not quite directly connected with the specialised work involved 
is recognised and, in varying degrees, the same principle is applied in 
the training of purely technical or even lower staff. Training for techni- 
cal personnel includes advanced technical or professional studies, 
induction courses which have a fairly wide scope, and training in mana- 
gerial functions. This is in sharp contrast to the practice followed in 
public enterprises: nothing has practically been done by the latter to 
train, for instance, engineers or other technical personnel in managerial 
functions. In large private undertakings there appears to be careful 
arrangements for a constant assessment of the progress of an employee 
and for a follow-up on the application of training to practical work. 
The value of providing for their employees avenues for higher study, 
whether for superior professional attainments or only general education, 
is duly recognised. Lastly, considerable attention is devoted to the 
planning of training courses and the adoption of appropriate methods. 
The Tatas have a comprehensive programme of training in management 
skills, consisting of the Company Information Course, the Tata Manage- 
ment Conference, the Tata Staff College; the Hindustan Levers run an 
advanced management training scheme; the Burmah Shell run courses 
for its executives; special management courses are run by the Imperial 
Tobacco Company, etc. 

The Institutes of Management in Ahmedabad and Calcutta, through 
their well planned programmes of training will help provide a good 
base for recruitment of managerial personnel. The enterprises should 

lopor details see, O.P. Agarwal, “Developments in Training Programmes for Public 
Sector Employees”, Indian Journal of Public Administration, Vol. IX, July-September, 
J963, pp. 116-120, 
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also be able to utilise their facilities for executive development { 
grammes as well as the programmes of training oflered by ATII 
Management Associations, Indian Institute of Technology .(Kharagp.i 
Indian Institute of Science (Bangalore), Victoria Jubilee Technical In 
tute (Bombay), Indian Institute of Public ' Administration , (New Del 
etc. 

From the perspective of the skills which managerial person no 
our enterprises must possess it seems desirable to make special arran 
ments for two types of training programmes: training in human relati' 
skills and training in organisational skills. 

As to human relations skills, one of the biggest challenges for 
enterprises is how to develop a purposive and dynamic group of ma 
gerial personnel into a real ‘'team’ so that they act effectively and 
thusiastically with one another, pull for the enterprise and not mei 
each for himself. How can they be led to understand their joint as ^ 
as their individual functions in the enterprise so that responsibilit 
best met and authority most effectively exercised. And how, finally i 
this be achieved in terms of managerial control and carrying out f 
grammatic goals of an enterprise. 

The human relations skills can be best developed among the ma 
gerial personnel by exposing them to sensitivity training. Sensiti' 
training is very diiferent from class room instruction, seminar, etc, " 
subject matter of sensitivity training is essentially experienced. ' 
programme places heavy emphasis on changing individual conduct t. 
on imparting scientific knowledge. It encourages the participant 
examine his own behaviour and to experiment with new ways of relat 
to others; it attempts to make the executive aware that he must unc 
stand as much about human feelings, sentiments, values and attitudej 
he does about facts. 

The organisational skills are concerned with coordinating j 
integrating all the activities and interests of the enterprise towar 

^^Sensitivity training generally lasts a period of four weeks. During the first ■ 
the object is to foster in the participant: (a) a greater insight into self and an awan 
of the impact of self on other people; and {b) an increased sensitivity of the behavioi 
others. In the second week, the emphasis shifts to the groups: the forces that op< 
in a group, etc. Finally, in the third w^eek the focus is given on such aspects as orga 
tional effectiveness, motivation, leadership and managing change. 

The entire training consists of the T«Gioup, the skill session, and the gei 
session. The T-Group is the basic unit and consists of 8-15 participants. The 
session is the T-Group meeting to perform specific exercises like role playing: it is 
oriented. The general session includes the entire group of trainees for lecture 
demonstrations. Each T*Group has usually a trained social psychologist as its lei 
The leader does not exert control, he serves as a catalyst. The T-Group is an uns 
tured, self-directed group with no pre-determined agenda. Alfred J. Marrow, Be 
the Executive Mask^ American Management Association, New York, 1964, pp, 20- 
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common objective. It calls for power of observation, diagnosis, analysis, 
synthesis and overall integration. Organisational skill requires a firmer 
and fuller understanding of the problem and its solutions in terms of the 
whole as well as the parts; it is an ability to rise above rule oriented 
thinking, as a result of dynamic ideas initially derived from the sponta- 
neity of unhindered iion-rational aspects of human thought; it is the 
ability to discern problems, devise solutions, analyse data, and exercise 
judgment. The sharpening and deepening of organisational skill is a 
matter of exposure to varied situations. 

A programme of training to inculcate organisational skills can be 
planned and instituted. Here the emphasis should essentially be on a 
mastery of techniques of scientific-management: planning, organising, 
staffing, directing and controlling — and to derive from these functions 
certain fundamental principles that hold true in understandably compli- 
cated practice of management, of techniques of empirical analysis which 
help distil management experience to draw certain generalisation of prac- 
tical value, the study of management of inter and intra-personnel rela- 
tions, phenomena ranging from personality dynamics of individuals at 
one end to the relations of cultures at other. The participants should 
be helped to perceive how people work together in groups to accomplish 
objectives; they must understand human behaviour and its impact on 
organisational input. The human relations theories have helped to 
provide better explanations of why people in organisations behave as 
they do by stressing and exploring the role of the group. 

It is needless to emphasise that training programmes for deve- 
lopment of both human relations and organisational skills are needed 
not only for ‘generalist’ and Tunctionaf managerial personnel but also 
for technical line personnel having managerial duties. Too little atten- 
tion seems to have been devoted to developing of managerial competence 
of the latter type who constitutue the nervous system of an enter-prise. 

MOTIVATION 

Last of all, motivation holds the key to raising the standard of per- 
formance of managerial personnel. The mere possession or the develop- 
ment of needed skills is no guarantee of their effective utilisation for 
achieving results: the personnel must be motivated to use them for peak 
performance. 

True that motivation even at the higher managerial levels is partly 
a function of material incentives. The existing emoluments and benefits 
in the public enterprises do not always compare favourably, with those in 
the leading private industrial undertakings.^^ Perhaps it isneither desirable 

Pararjape, A Study of Flight of Technical Personnel and Related Problems 
Affecting Public Enterprises, Indian Institute of Public Administration, New Delhi, 1962, 
pp. 174-75. 
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nor feasible to bring eraolnments and benefits in the public enter- 
prises on par with those of private industry in view of the fact that the 
■ state enterprises^ , unlike the private .industry, have a public purpose to 
fulfil. It seems, however, that some further improvement can still be 
instituted without much adverse impact on enterprise’s finances or natio- 
nal economy. Equally, perhaps more, important is the non -material 
motivation for managerial personnel. Strangely enoiigh, most of our 
enterprises do not seem to have built up for their employees a sense of 
pride in belonging to a particular enterprise, as most of the large private 
enterprises abroad have attempted. Little attempt has been made to 
build into the organisational system of our enterprises conditions which 
will help fulfil the emotional and psychological and social needs of the 
employees — the desire for security and protection, ego-needs for recogni- 
tion and self-ulfilment, and social needs for participation. Maslow, 
on the basis of extensive clinical observation, theorised that man is 
motivated by his fundamental needs, which can be sub-divided into 
five broad categories. Further, these categories can be viewed in a 
general way as organised in a series of level — a hierarchy of impor- 
tance.^^ The higher-level needs became activated as lowerlevel 
needs become relatively satisfied. A crucial factor is the concept that 
a satisfied needs no longer serves as a principal motivator of behaviour. 

Another approach on motivation presents the various factors in the 
work situation and, on the basis of research, categorises some as ‘satis- 
fiers’ and others as Missatisfiers’. The dissatisfiers are those factors which 
do not really increase or strengthen motivation by their presence, but do 
produce dissatisfaction by their absence or attenuation. They can be 
compared to the hygiene factors necessary to prevent physical illness. 
Their presence does not add to a person’s health, but their absence may 
detract from it. These factors include good administrative practice, com- 
petent supervision, fairplay, satisfactory physical working conditions, job 
security, and benefits. 

The satisfiers of ‘motivators’ which have been identified are: achieve- 
ment, recognition, the work itself, responsibility, and advancement and 
growth.^'^ ■ ■ 

categories arranged hierachically are: psychological needs (lowest or basic 
level needs); safety needs; social needs and psychological needs. See Albert Maslow, 
Motivation and Personality. New York, Harper, 1964. 

^^Frederick Herzberg and others, The Motivation to Work, New York, 1959, 
Willey. 

Prof. Douglas McGregor of MIT has introduced a concept of motivation in the 
management context and has designated it as theory ‘Y* in contrast to traditional 
concept known as theory ‘X’. Theory ‘X’ connotes management as a process of direct- 
ng peoples’ efforts, motivating them, controlling their actions, modifying their behavi- 
our to f?el the needs of the organisation. Without this active intervention by manage- 

( Continued on next page) 
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CONCLUSION 

The basic malaise ill our public enterprises, as in the governmental 
bureaucracy seems to be that good work is not properly rewarded nor is 
bad work adequately penalised. The grafting of governmental methods 
and procedures of work in public enterprises as compared to the more 
progressive methods followed by the private enterprises seem to have 
worked towards disencouraging initiative, frustrating responsibility, and 
stiffiing creativity. Despite the public character of our enterprises, they do 
not seem to be pervaded with an atmosphere where every employee feels 
the importance of and pride in his work which characterises the leading 
business and industrial houses in the country. This is in no less measure 
due to the transplantation of the bureaucratic values, attitudes and 
rigidities to the enterprises, and the diffusion and dispersal of responsibi- 
lity and crippling of autonomy and initiative by the present system of 
parliamentary and governmental control. The development of proper 
motivation and initiative would necessitate not only increased autonomy 
for the enterprises and enhanced delegations within the plant, but also a 
basic change in the bureaucratic attitudes, work methods and procedures 
obtaining in the enterprises. While the need for fixing responsibility for 
results and appraising result by objective criterial is paramount, it is 
equally necessary to supplement it by greater flexibility in recruitment 
and promotion and disciplinary procedures to give the managerial per- 
sonnel some real authority and influence over their staff. They must be 
allowed to operate within a framework in which they can take necessary 
steps to forestall developments likely to hamper the attainments of 
results, with the full confidence that their bona fide action in this respect 
will be fully supported by the higher echelons. 


{Continued from previous page) 

ment, people would be passive— even resistant— to organisational needs. They must 
therefore be persuaded, rewarded, punished, controlled, etc. Theory ‘Y’ conveys that 
people are not by nature passive or resistant to organisational needs. They have be- 
come so as a result of experience in the organisations. The motivation, tlie potential 
for development, the capacity for assuming responsibility, the readiness to direct be- 
haviour toward organisational goals are all present in people. It is a responsibility of 
management to make it possible for people recognise and develop these human charac- 
teristics for the mselves. Spe The Human Side of Enterprise^ New York, McGraw-Hill, 
1960 . . , 



iVliciclle and Higher IVianagement 
Personnel in Public Sector"’ 

S.T. Raja 


I N CONSONANCE with the objective of a socialist pattern of society 
and in keeping with the Industrial Policy Resoliitioiis of the Govern- 
ment, the public sector has been playing an increasingly active role in 
the industrial expansion of India through its successive five year plans. 
The size of the investment in the public sector is, therefore, growing in 
geometrical proportion and the question of proper utilisation of these 
resources, both in the shape of Indian rupees and of scarce foreign ex- 
change, assumes considerable national importance and evokes keen 
public interest. These resources have to be properly utilised and made 
to produce national wealth commensurate with the sacrifices made. This 
objective can be achieved only if the persons placed in the public sector 
are carefully chosen, trained and provided with suitable incentives in 
order to bring about the best in them. On the alertness, efficiency and 
integrity of this middle and higher management personnel will ultimately 
depend the success of the public sector and the prosperity of the coun- 
try. While, everyone seems to be in general agreement with these princi- 
ples, one sometimes wonders whether this is matched by corresponding 
coordinated action ill the right direction. The public sector being dis- 
tributed between various administrative ministries, some strong central 
agency has to do the requisite thinking and acting in this matter. The 
public sector operates in various shapes such as departmental undertak- 
ings like the Railways, Defence Production, etc., statutory corporations 
like the Reserve Bank of India, the State Bank of India, the Life Insurance 
Corporation, Central Warehousing Corporation, Foodgrains Corporation 
etc., and companies registered under the Indian Companies Act like Heavy 
Engineering Corporation, Hindustan Steel and National Coal Deve- 
lopment Corporation. Government apparatus being generally impersonal 
and also subject to frequent changes at higher levels, often fails to pro- 
vide the personal touch and overlooks the human factor which is so 


From Indian Journal of Public Administration, Vol. XI, No. 1, 1965, pp. 19-25. 
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vital for providing tbe”mucli needed incentives for good work and dis- 
incentives for bad work in the public sector. Equally, it has also to be 
realised that the running of an industrial or commercial organisation, be 
it in the public or in the private sector, is quite different from working 
in a government office or secretariat. The former calls for far quicker de- 
cisions and the responsibility for such decisions has to be shouldered by 
far fewer people than in government. It follows, therefore, that the 
qualifications, attitudes and motivations required in industry have to be 
different from those in government departments. 

assessment OF NEEDS 

The requirements of the public sector both for technical and general 
management at middle and higher levels during the Fourth Five Year 
Plan are variously assessed by different agencies. Even assuming a 
modest figure of ten thousand managers in all for teclmical, financm 
and general management, it will require tremendous effort m the rig v 
direction to recruit, train, place and motivate this number of important 
nersons It will present a problem of considerable magnitude in human 
engineering to build up a management cadre which will constitute the 
backbone of the public sector industries, both present and future. While 
management at middle level may be largely a matter of specialised know- 

Sge and experience, it becomes less specialised and more a matter of 
general management technique as it travels upwards For example, a 
Lneral foreman, assistant superintendent or superintendent of a shop in 
fsTeel plant or in a machine building plant is called upon to discharge a 
wide variety of management functions besides so ving a few 
rMtems in his own line. The higher management job would, therefore, 
^ nnirp pxDerts with special aptitude and experience of running large 
^?rmLial and industrial enterprises irrespective of the fact whether 
to have a technical background or not. No senior or top exeentive can 
u K. exoert in all branches of technical know-how required m 
Slg a .”ge into J I. is. therefore, his proven ability and integrity 
SXfetor ofbnsiness and industry which would be a paramount 
eriterion in making selections at higher levels. 

recruitment PROCESS 

There is considerable divergence of opinion among the chief exe- 
fives of public sector undertakings as to the agency and mode of 
tou tme^t. some large public sector organisations feel that recruit- 
Lent should be in their own hands because any other arrangement wou d 
adversely affect their control over the managers and the loyalty of the 
Ltnaeefs to the organisation. Another argument against centralised 

LSent advanced by the same group is that there may be delays in 

recruitment as it sometimes happens m centralised reciuitment througi 
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the Union Public Service Commission. According to the advocates of 
decentralised recruitment, control and loyalty go hand in hand. There 
are, however, quite a few chief executives of the public sector who feel 
that loyalty has to be inspired by the senior and top executives by their 
own ability, integrity and sense of fairness. If the chief executive is a 
person with a towering personality and sterling merits and if he keeps 
himself above nepotism and party politics, meting out justice to each 
employee according to his work and worth, a team of good and loyal 
workers can be built up. As regards the argument of delay in recruit- 
ment, this can easily be countered by advance planning, quick action 
and also maintenance of a panel of approved persons with different qua- 
lifications, if necessary. The Estimates Committee has recommended 
centralised recruitment and this has been further supported by Shri B. 
Mukherji, an ex-Judge of the Allahabad High Court who was appointed 
by the Government of India to enquire into the fire accident in the 
Heavy Machine Building Plant of the Heavy Engineering Corporation. 
This does not mean that the chief executives of the public sector under- 
takings would not be associated with the recruiting agency right from 
the beginning. In fact, their association would be essentiaL 

THE EXPERIMENT WITH INDUSTRIAL MANAGEMENT POOL 

At this stage, it would be useful to examine the scheme of the In- 
dustrial Management Pool which has been in existence for some time to 
the extent that some important lessons can be derived from the experi- 
ence of its working. While the Industrial Management Pool scheme was 
framed carefully and started with a laudable objective, it has failed to 
produce the desired results not due to any shortcomings in the scheme 
itself but due to the various delays and failures in its implementation. 
Some of these shortcomings were as under: 

(a) Between the adoption of the Industrial Management Pool Sche- 
me and its implementation, considerable time was spent with 
the result that many persons who had initially shown interest 
' withdrew.' 

{b) The emoluments offered to the persons selected were based on 
what they were actually receiving at the time of selection and 
not on any evalutaion of their qualifications, experience or utility 
to the public sector. The result was that many people did not 
find the terms very attractive. 

(c) Some rigidity was introduced in the scheme by prescribing mini- 
mum periods before promotions could be considered. 

[d) Initial difficulties were experienced in placing selected officers 
of the IMP because reservation of posts did not exist and does 
not even now exist. 
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(e) Further recruitment ' to IMP was stopped after initial recruit- 
ment. The promotion rules forced some people to resign from 
th^^ to get their due advancement outside the 

IMP rules. The result was that the initial strength of over 200 
officers dwindled to about 110. 

The Industrial Management Pool has, therefore, suffered from stag- 
nation and continuous erosion to such an extent that its indepeiident 
existence in the present form is very much in jeopardy. It has, however, 
provided a good number of officers who have been occupying key posts 
ill important public sector undertakings. A criticism has been levelled 
in some quarters that some of the officers from this Pool have not been 
found to be of much use to some public sector undertakings. This 
statement would be no more correct in case of IMP than in other all- 
India services. The best course now would be to merge the remnants of 
the Industrial Management Pool at suitable levels in a much larger and 
wider organisation of the Indian Management Service. 

THE NEED FOR INDIAN MANAGEMENT SERVICE 

The main ingredients for attracting and motivating a person engaged 
ill business and industry are the following: 

(a) Social status accompanied by a reasonable security of service; 

(b) Decent working and living conditions; 

(c) Reasonable remuneration for the skill and work to be done by 
him; and 

(d) Adequate opportunities for advancement on the basis of 
experience and performance. 

The government sector offers and will perhaps continue to offer 
relatively lower scales of pay and prospects in comparison with the 
private sector. This is the position in many other countries and will 
have to be accepted as a fact of life. In order, therefore, to attract the 
best talent in the country, it would be necessary to provide other induce- 
ments to the educated young men both in technical and general manage- 
ment lines. This can be provided by the constitution of an ITndian 
Management Service"’ (on the analogy of the Indian Administrative 
Service). The Service should have two wings, wz.: (1) technical, and (2) 
general administration including Bnancial administration. The members 
of this Service will naturally feel a certain sense of pride like members 
of the other all-India services. The recruitment must be done by an 
independent agency to be constituted by the Government of India and 
called the Tublic Sector ServiceGommission” (PSSC). The Commission 
should consist of one administrative chairman drawn from one of the 
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active 'and successful chief executives of the public .sector and two 
members — one technical and one financial expert. The PSSC would 
co,iiduct an all-India competitive examination for .recmitmeiit , to thC' 
IM'S and would associate three or four, top executives fro,iii the public 
sector while conducting the viva voce test. This recruitment .by an 
impartiai all-India body duly assisted by the executives -of t. he public 
sector would on the one hand put the selections above all reasonable 
criticism and on the other hand ensure adoption of uniform standards 
as well as a.o all -India outlook. From t.he angle of the chief executi ves, 
themselves,. they would be free from pressures which may perhaps be 
exerted for taking young people with considerable influence irrespective 
of their merit or qualifications. A provision for filling a certain number 
of posts by departmental promotions with the approval of the PSSC in 
the same manner as promotions of provincial service officers to the IAS 
cadre should be made in addition to direct recruitment. Officers from 
other Central and all-India services, actually working in the public 
sector may, if found suitable, be given an opportunity for opting into 
the IMS at appropriate levels. This will satisfy aspirations of existing 
employees and at the same inject new blood in the organisation. The 
number of vacancies arising or likely to arise in the various public sector 
undertakings each year should be carefully assessed and conveyed to the 
PSSC. The PSSC will then take steps to recruit people first by holding a 
written examination on the basis of a previously prescribed syllabus 
relevant to the requirements of the Public Sector. The candidates 
obtaining more than 50 per cent marks in the written test should be 
interviewed by the PSSC assisted by three or four chief executives and 
one or two top management experts as advisers. The inteiwiew would 
be mainly for probing deeply into the aptitude, capacity, initiative and 
personality of the candidate. While selecting the candidate, the PSSC 
would also decide how best the candidate could be utilised in any parti- 
cular branch of the industry. 

Scales of Fay 

In order to make the Indian Management Service siilficieiitly attrac- 
tive and to ensure reasonable returns to the managerial personnel, it 
would be necessary to fix the remunerations at reasonable levels in 
keeping with the general standard of wages and salaries prevailing in 
the country and also to introduce a large measure of flexibility in making 
promotions from one grade to another, while at the same time safeguard- 
ing fair assessment and merit-rating. As soon as a candidate is selected, 
he would receive a fixed pay of Rs. 600 per month as probation pay. 
After satisfactory completion of two years’ training on probation, he 
will be taken in Grade IV of the IMS, v/z., Rs. 700-50-1250. The other 
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three grades would be as under: 

Grade III— Rs. 1200-60-1500-75-1800 

Grade II— Rs. 1800-100-2000-^ 

Grade I— Rs. 2750-150-3500 (for chief executives) 

In addition to the above scales of pay, fringe benefits such as, free 
furnished house and company’s car and entertainment allowance should 
be given to persons in grades II and L While recruitment would be 
generally in the lowest grade, it may be necessary to fill certain specia- 
lised posts in higher grades by direct recruitment through PSSG if 
suitable persons are not available from within the public sector. Promo- 
tions from one grade to another should be made by a departmental 
promotions coiiimittee of the public sector undertaking concerned; with 
one representative of the PSSC present. AH promotions to grade If and 
grade I, however, would be referred to the PSSC with the recommenda- 
tions of the chief executives concerned and those to grade I would 
require the approval of the government. 

Training 

There are some excellent training institutes doing extremely good 
work in the country at present. For example, the two Management 
Training Institutes at Calcutta and Ahmedabad are doing a fine job 
of work in their own ways. Though the Administrative Staft' College 
at Hyderabad modelled on the Henley Staff College pattern, does not 
train people exclusively for industrial management, there is a considera- 
ble industrial and economic bias in its syndicate system of training. 
Besides, some of the universities have also been giving diplomas and 
degrees in Business and Industrial Management. There, however, seems 
to be an urgent need for a coordinated training programme to be 
evolved at these institutes for the members of the proposed Tndustrial 
Management Service'. The PSSC with the assistance of some manage- 
ment experts and the All India Management Association, should 
formulate a coordinated training programme for two years after recruit- 
ment. The initial training for two years should be in the management 
institutes and such university institutions as may be approved by the 
PSSC for this training. This should be followed by an 'oii-tlie-job’ 
training in the organisation. After the candidates have spent some time 
in their respective organisations, they could be sent in suitable batches 
to the Administrative Staff College, Hyderabad at a later date. 

Placement 

As stated earlier, the PSSC while holding viva voce tests would 
decide about the suitability of the selected candidates for a particular 
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type of job. After compilation and publication of the results, the PSSC , 
will arrange for placement of the candidates in ■ consultation with the 
chief executives of the public sector undertakings.' Once the candidate 
is placed in a public sector undertaking after initial training for two years, 
he will be administratively under the control of the chief executive of' 
that organisation who will be waiting his annual confidential reports. 
Future promotions of the candidate either , in the same organisation or 
elsewhere will depend upon his confidential report and the recommenda- 
tions of the chief executive of the organisation in which he is working. 
The fact that the chief executive will be associated at all stages, vfz., 
recruitment, placement and promotion, would ensure proper control and 
also meet the argument of loyalty advanced by some executives of the 
public sector. Transfer of the IMS officers from one public sector 
undertaking to another can be made by mutual consultations between 
the chief executives concerned, but with the approval of the PSSC. In 
respect of the IMS cadre, the chairman of the PSSC will additionally 
perform all the duties and functions generally exercised by the estab- 
lishment board and the establishment officer in the Ministry of Home 
Affairs in relation to members of the all-India services. He will be 
assisted by the secretary of the PSSC in establishment matters. 

If the Public Service Commission is a small and compact body 
manned by people who are used to quick action and business like deal- 
ings, it will not only ensure recruitment, training and placements of the 
best talent available in the country but also prompt disposal of all 
matters entrusted to it. In order to enable this body to do full justice 
to its job, it should be permitted to function freely and to frame its own 
rules and regulations. Since this body will be catering for a number of 
economic ministries, it may be administratively responsible to the 
Planning Commission instead of to any particular administrative ministry 
of the government. If it is felt that the Planning Commission should 
not have any administrative functions or responsibilities, the Cabinet 
Secretariat or the Ministry of Industry and Supply could perhaps assume 
administrative functions for the PSSC. As the latter body will be fimc- 
tiooing as an independent and autonomous body with wide powers, the 
administrative ministry's responsibilities would be confined only to 
ensuring that decisions and recommendations of the UPSC are being 
scrupulously followed by the undertakings concerned. □ 



Attitude of the Employees of 
Hindustan Steel Limited Towards 
the Personnel Policies* 


O.P, Minocha 


T he term 'employees’ attitude’ is used in a variety of ways by social 
scientists.^ Generally, it refers to the stand employees take on con- 
troversial issues; while in the narrower sense, it refers to affective orienta- 
tions of the employees towards work roles which they are occupying^ 
and to the relative importance they attach to different aspects of work 
situation and work relationship. Implicitly or explicitly, the employees’ 
attitudes usually focus on three classes of phenomena. One of these is 
cognitive in nature and refers to an employees’ information regarding 
an issue. Another is behavioural, referring to the acts which an indivi- 
dual performs, advocates or facilitates with regard to an issue. The 
third phenoinenon is affective, referring to employees’ valuations.® 

For the purpose of this study 'employees’ attitude’ refers to the 
views, reaction and the stand of the employees of the Hindustan Steel 
Ltd. (HSL) towards personnel policies and practices and their administra- 
Tion. , ■ ■ 

Despite a number of methodological problems associated with the 


'‘From Indian Journal of Public Administration ^ VoL XX, No. 4, 1974, pp. 811 “34. 

3 For definitions also see Victor H, Vroom, Work and Motivation, New York, John 
Wiley & Sons, 1964, p, 99; John R. Hinrichs, “A Replicated Study of Job Satisfaction 
Dimensions'’, Personnel Psychology, Richmond, U.S. A., Vol. 21, No. 4, Winter 1968, 
p. 479; Edward E, Lawler III, “Job Attitudes and Employees Motivation : Theory, 
Research and Practice”, Psychology, Vol. 23, No, 2, Summer 1970, pp. 

228-9 and Harry S. Upshaw, “Attitude Measurement”, Methodology in Social Research, 
edited by Hubert M. Blalock, Jr. and Ann B, Blalock, New York, McGraw-Hill Book 
Company, 1968, p. 60. 

-Vroom, <?/?. 0/7., p. 99. 

^Blalock and Blalock, o/?. c/7., p. 60. 
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acquis,! tion, of a viable and valid measure of e,mployees’ attitude,^ an, 
increasing number of companies have found that an attitude survey can 
provide a clear and accurate picture of employees' feelings and reveal 
many specific relations which do not come to light through. ordinary 
channels/^,lt is , also used in checking on 'morale’ conditions and finding ' 
ways to improve morale and relations within the organisation. It has 
also proved to be a good method of knowing the training needs of the 
employees.^' 

This paper purports to study attitude of the employees towards the 
personnel policies, and their administration in the three steel plants of 
the Hindustan Steel Ltd. The survey was conducted , with a view to 
measure the success and failure of such policies and to locate unsatis- 
factory feelings and sources of irritation, requiring remedial actions. 

RESEARCH DESIGN AND TECHNIQUES 

The attitude of the employees towards various personnel policies 
and their administration was studied mainly on the basis of a commonly 
used method’^— questionnaire — substantiated by interviews and discus- 
sions with the respondents® After a preliminary study of the personnel 
policies and practices of the Hindustan Steel Ltd., a questionnaire was 
prepared.'^* The questionnaire consisted of three major parts, namely, 
the personal particulars of the respondents, their views on various 
personnel policies and practices and the portion where the re55pondents 
were asked direct questions about their attitude towards the organisation, 
employees and other allied matters. Most of the questions were framed 
in such a way as to provide 'multiple-choice’ answers; while in some 
cases 'open-ended’ questions could not be avoided. 

The universe—Hindustan Steel Ltd. — for the purpose of the strati- 

'^For various types of problems which are posed in the employees’ attitude surveys 
see Michael Micklin and Marshall Durbin, “Syntatic Dimensions of Attitude Scaling 
Techniques : Sources of Variation and Bias”, Sociometry^ New York, VoL 32, No. 2, 
June 1969, pp. 194-205. 

orris S. Viteles, Motivation and Morale in Industry, London, Staples Press 
Limited, 1954, p. 221. 

opor extent of use of ‘‘Employee-Attitude Surveys” by industry see Viteles, op. cit, 

pp. '221-2, 

pp. 223-30. 

sSomeofthe respondents, however, insisted on keeping the questionnaire with 
them for response, a few refused to reply to many of the questions and some others, 
used delaying tactics. 

For issues and problems see Glenn P. Fournet, M.K. Distenfano, Jr. and Margaret 
W. Pryer, “Job Satisfaction: Issues and Problems”, Personnel Psychology, Vol. 29, 
No. 2, Summer 1966, pp. 165-80. 

^Draft questionnaire was based on the one used by Nigel Walker for his study of 
“Morale in the Civil Service” see Nigel Walker, Morale in the Civil Service: A Study 
of the Desk Worker, Edinburgh, University Press, 1961, Appendix B, pp. 282-94, 
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fied sample was divided into Rourkela, Bhilai and Durgapnr Steel Plants 
and the head office. These units were further divided into the following 
three levels of employees: 

(i) Non-executives, Chargehands only, falling immediately below 
the executive level in the line of promotion (in the scales of 
Rs. 325-575 and Rs. 375-800); 

(rj) Junior-level executives (in the scales of Rs. 400-950, Rs. 

700-1150 and Rs. 900-1250/1100-1400); and 
(iri) Middle-level executives (in the scales of Rs. 1300-1600 and 
Rs. 1600-1800). 

A ten per cent sample of the population existing in each of the 
above mentioned cells was taken. Having received back the question- 
naires duly filled^® it was found that the employees of production, 
maintenance, service, construction and administrative departments were 
sufficiently represented. As such, no need was felt to further stratify 
the sample. 

The response to the questionnaire was encouraging as 295 (87.3%) 
out of 338 employees sent their replies. The response was the highest 
(88.2%) in Rourkela, followed by Durgapur (88,0%) and Bhilai (85.1%). 
The middle level executives responded heavily (97.0%), followed by 
junior-level executives (87.3%) and non-executives (83.5%). 

FINDINGS AND DISCUSSION 

The attitude of the employees towards only such aspects of personnel 
policies and practices, as were found to be important in the preliminary 
study, is being discussed. Even among those only such findings are 
being explained as were considered essential or which showed some 
significance for the purpose of this study. 

Attraction to Job 

Of the six factors, listed in the questionnaire, the employees were 
asked to mention the two most potent and the two least potent ones 
responsible for attracting them to their present jobs in HSL. On an 
analysis of the replies, it was found that almost the same factors had 
attracted the employees of all the three plants. It, however, revealed 
that employees at different levels were attracted by different factors. 

u^The replies were coded into categories from 0 to 9 or less for the purpose of 
punching cards. The coding could not be done earlier, firstly, to avoid confusion to 
the respondents and secondly, some of the questions were ‘open-ended*. 

Computer 620 on FortraniV language and frequency distribution machine wer^ 
used to analyse the replies in desired matrices. 
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The factors were given the following ranking by the employees of 
the three levels (Table 1). 


Table I 


. , Factors 


Ranking by 



€ 

Non- 

Executives 

Executives 
( Junior) 

Executives 

(Middle) 

(a) Foreign training 

3 

3 

,3' ' 

(h) National outlook of the 
organisation 

2 

2 

1 , ' 

(c) Pay 

5 

4 ' 

V '4 : . 

{d) Promotion prospects . 

4 

■ 5- ■■ ' 

■■ 2 

(e) Security of service 

1 

i ... 

5 ' 

( / ) Social life in the organisation 

6 

6 

6 


Thus, ^security of service’ has been the main factor of attraction for 
the non-executives and junior-level executives. It is followed by the 
‘national outlook of the organisation’- and ‘foreign training’.^^ For the 
middle-level executives ‘national outlook of the organisation’, followed 
by ‘promotion prospects’ and ‘foreign training’ have been the major 
factors of attraction. This demonstrates that HSL during its early phases 
was able to attract persons because of elaborate ‘foreign training’ and 
good promotion opportunities. Though other factors have not changed, 
the promotion prospects, having declined, no longer attract the junior- 
level executives. Since 1967, with lesser job opportunities for fresh 
engineers, ‘security of service’ is being regarded as the main factor of 
attraction by the executives at junior levels as well as by the non-execu- 
tives. 

The ranking was further analysed on the basis of ‘sources of staff- 
ing’. The same is indicated in Table 2. Thus, the employees who were 
serving in the Central Government and State Governments, before joining 

i^The Hindustan Steel Ltd., during 1956-1970, has trained 1937 engineers and 686 
operators abroad. 

1-Like many other public undertakings there have been many cases of quick pro- 
motions in HSL. See, India, Estimates Committee (Third Lok Sabha), Fifty-second 
Report: Personnel Policies of Public Undertaking^ New Delhi, Lok Sabha Secretariat, 
March 1964, p. 59; India, Committee on Public Undertakings (Third Lok Sabha), 
Twenty-ninth Report: Durgapur Steel Plant of the Hindustan Steel Delhi, Lok 

Sabha Secretariat, April 1966, p. 32; and India, Ministry of Steel, Mines and Metals, 
Report of the Committee of Enquiry on Durgapur Steel Plant (Hindustan Steel Ltd.), 
Aprin967, (Chairman: G.Pande), New Delhi, Ministry of Steel, Mines and Mefals^ 
1967, p. 59. 
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HSL did not attach that much importance to 'security of service’ as was 
done either by the employees earlier working in 'private concerns’ or 
those 'not in service’. This is because of the fact that the employees 
working in the Central Government, State Governments and public under- 
takings were not much worried about ‘security’ of their service. The 
Hindustan Steel Ltd. attracted them primarily because of 'foreign train- 
ing’ and 'promotion prospects’. These factors have, however, not been 
important for the employees coming from the private concerns or those 
'not in service’ before joining HSL. The state government employees 
were attracted to HSL because of better pay scales. 


Table 2 


Factors 

Ranking by the Employees coming from 


Central 

Govt. 

State 

Govt. 

Public 

Under- 

takings 

Private 

concerns 

Not in 
service 

(a) Foreign training 

1 

2 

1 

3 

4 

(b) National outlook of the 
organisation 

5 

4 

3 

2 

3 

(c) Pay 

3 

1 

5 

5 

2 

(d) Promotion prospects 

2 

3 

2 

4 

5 

(e) Security of service 

4 

5 

4 

1 

1 

( /) Social life in the 
organisation 

6 

6 

6 

6 

6 


Because of the public sector’s appeal to the talented persons for 
giving them a sense of participation in nation building activities and the 
satisfaction of serving a national enterprise, rather than a private one, 
competent men continue to be attracted by the public undertakings. 
Further because quite a number of competent persons are attracted by 
HSL due to the 'security of service’, a lower remuneration for them as 
compared to private sector employees has been suggested. It is pointed 
out, "those who choose security may not reasonably aspire to the glitter- 
ing prizes open to the persons who take risks’’.^® 

Manpower Planning 

It was observed that the non-executives of the three plants think 
that they are 'under-stalfed’ [CoefBcient of Association (CA) 0.550]. No 


i^India, Ministry of Finance, c?/ Enquiry on Emoluments and Condi* 

tions'^of Service of Central Government Employees (1957-59): (Chairman: Justice 

Jagannadha Das), New Delhi, Ministry of Finance, 1959, p. 85* 
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such association was observed in the attitude of the employees at other 
levels ill any of the three plants. 

On the whole, the employees of HSL are of the opinion that the inan- 
power position is' 'about right’ at the non-executive and junior-executive 
levels; while it is 'over-staffed’, to some extent at the middle and upper- 
middle levels. 

Various studies so far conducted^'*^ in the plants have revealed that 
about 15 to 20 per cent of excess staff is being employed in the unskilled 
and semiskilled categories in the works departments; while about 5 to 10 
per cent of excess staff is being engaged in administrative departments as 
peons and clerks. Elsewhere, the surplus staff was found to be only 
niarginal. The Manpower Committee, appointed by the Company, to fix 
the 'standard force’ for one million tonnes recommended 22,656 (112%) 
non-executives in excess of the one recommended in the project reports 
of the three plants. On the other hand, only 490 (24%) executives in 
excess were recommended.^^ Further, the actual strength for one million 
tonnes works out to be 8,965 (20.9%) non-executives and 87 (3.4%) 
executives in excess of that of the 'standard force’ in the three steel 
plants. Thus, the view of the employees is against the observation of the 
studies that there is over-staffing at the lower levels. This has led to 
dissatisfaction among the non-executives, who feel that the axe for re- 
ducing the staff normally falls on them, whereas excess staff, in their 
opinion, is found at the upper levels. 

Many (43%) of the employees at all levels have desired that a "re- 
assessment of the staff should be done on scientific basis”. Some (34%) 
of them want that the "surplus staff eithar be absorbed in the future 
expansion programmes” or be "sent to the new steel plants”. Very few 
(4%) employees, understandably, have supported the idea of "a ban on 
further recruitment”, rather than 'retrenchment’ for adjusting the surplus 
staff. 

Recruitment 

The employees of three steel plants of HSL were asked to comment 
upon the interview conducted at the time of their selection. 

From the replies of the respondents it was revealed that: 

(/) Greater emphasis was laid on 'personal history of the caiidida- 

i‘^Some of these studies were conducted by Industrial Engineering Departments of 
the respective plants; while others by the erstwhile Central Engineering and Design 
Bureau. A study was also conducted with the help of Administrative Staff College of 
India, Hyderabad. See, India, Hindustan Steel Ltd., Sixteenth Annual Report (1969-70), 
Ranchi, Hindustan Steel Ltd., 1970, p. 27. 

^^India, Hindustan Steel Ltd., Statistics for Iron and Steel Industry, Ranchi, 
Hindustan Steel Ltd-, 1966, pp. 183-7 and Estimates Committee (Third Lok Sabha), 
fifty-second Report, op, cit,, pp, 22-25, 
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tes’ during the interview of the middle-level executives than in 
the case of others (CA 0.627); 

(it) No emphasis was laid on ‘theory’ in interviewing candidates for 
non-executive position [CA ( — ) 0.508]; and 

(Hi) Many (46%) of the non-executives and junior-level executives 
(32%) in the three plants looked at the interview as ‘just a 
formality’. On the other hand, 15 per cent of the middle-level 
executives (and that too only in Bhilai) held such a view of the 
interviews. 

By applying chi-square test, it was revealed that the reported 
emphasis in the interview is related to the level of the employees, as 
the observed value of chi-square was found to be 35,312, which is greater 
than 15.507, the tabulated value of chi-square at 5 per cent level of 
significance with 8 degrees of freedom. 

An analysis of the replies made on the basis of ‘sources of staffing’ 
of the respondents revealed the following: 

(0 Many (46%) of the employees working in the Central Govern- 
ment, before joining HSL, are of the view that greater emphasis 
was on ‘personal history’; 

(//) Interview was ‘just a formality’ for about one-third of the 
candidates working in the State Governments, before joining 
HSL; while others have expressed that ‘practical aspects’ and 
‘personal history’ were also given weightage; 

(Hi) For about half of the candidates, working in some public 
undertakings and private concerns, the interview was ‘just a 
formality’ though about half of such respondents did think that 
‘theory’ and ‘practical aspects’ also mattered; and 

(iv) Most (53%) of the respondents who were ‘not in service’, before 
joinining HSL, have expressed that in their interview greater 
emphasis was laid on ‘theory’. 

Thus, the employees coming from the public undertakings or private 
concerns are of the opinion that the interview conducted at the time of 
their selection was ‘just a formality’. In case of those coming from the 
State Governments or from the Central Government, emphasis has also 
been on ‘personal history’. For those who were ‘not in service’, ‘theory’ 
was stressed upon. It is evident that while conducting interviews the 
background of the candidates is taken into consideration. The candidates, 
who had experience of some industries/organisation in the private or public 
sectors or of the government departments, are put questions relating to 
their experience. For such candidates therefore, emphasis is both on 
‘personal history’ and ‘practical aspects’. On the other hand, for the 
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candidates, who are fresh from colleges, greater emp-iasis is laid on 
‘theoretical aspects’. 

The employees were asked to give a comparative view of the recruit- 
ment interview and selection procedure in HSL and other public under- 
takings. From the replies it was observed that: 

(i) Many (34%) of the non-executives stated that their first inter- 
view was in HSL. But many others (30%) feel that the entire 
procedure of recruitment, interview and selection is ‘much 
worse’ and some (27%) of them think that it is ‘slightly worse’; 

(”) (45%) of the junior-level executives replied that the pro- 

cedure is ‘slightly worse’. However, some (27%) of such 
employees consider it as ‘much worse’; and 
{Hi) Most (64%) of the middle-level executives responded that the 
entire procedure is ‘slightly worse’. But some (31%) of such 
employees in Bhilai are of opinion that it is ‘much worse’ and 
only a few in Rourkela look upon the entire procedure as 
about the same’. None of them considered it as ‘much better’. 

Thus, on the whole, the employees have expressed their dissatis- 
faction with the entire procedure of recruitment, interview and selection 
From the study of the candidates called for interview, those attending 
the interview and those joining the Hindustan Steel Ltd., it was observed 
that nearly two-thirds of the candidates actually called have been atten- 
ding the interview during all these years. Further, about half of the 
candidates selected have been joining HSL. On the whole, about one- 
fifth to one-fourth of the candidates called for interview have been join- 
ingHSL. From an analysis of the records, it was observed that there 
have been many cases where even the appointment letters were issued 
nearly four or five months after the date of interview. Delay either in 
calling for the interview or sending the offers of appointment not only 
keeps the candidates in suspense, prompting many of them to join other 
organisations during the intervening period, but also creates a bad 
image of the administrative efficiency of the management among the 
prospective employees. 

Since each graduate engineer has to execute a bond at the time of 
joining HSL to serve the Company for five years, after training failing 
which, the money spent on the training is recovered from the employees 
such engineers were, therefore, asked if they were satisfied with the 
conditions of the bond. 

Majority (76%) of them have expressed their dissatisfaction with it 
Such respondents were further asked to specify reasons for their dis’ 
satisfaction. Some of them (11%) did not give any reason; ^vhile others 
have given divergent reasons for their reaction. Some (10%) stated that 
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-there is no provision to leave during the period of the bond on paying 
a pr^rtionL amount"; an equal number of them .h« the 

“amount to be deposited on leaving is too high . Some of thein (16 /o) 
ooined that “the terms and conditions of the bond are strict and lead to 
ta°.ratl among the qualified and skilled executives". Othem 24%) 
consider that “the conditions of the bond are more favourable to the 
management-it being one-sided and unilateral”; while a good many 
of them (29%, the highest percentage) feel that the period of the bond 

" ^°FurtSr’ they were asked, “If the condition of execution of the 
bond is waived, would you like to leave Hindustan Steel Ltd ?” Most 
( 74 %) of those dissatisfied with the bond responded with a emphatic 
‘yes’- while very few of them replied in negative. Thus, majority of the 
graduate engineers are not satisfied with the conditions of the bond 
and would like to leave HSL. -c. i ,1 *1 

Engineers, who desired leaving the Company, if relieved of the 
condition of execution of the bond, were further asked to specify the 
organisation to which they would iike_to go. About ten per cent of them 
did not have any organisation in mind; while many of them (37 /o) 
expressed their inclination for some well-known private concerns and 
about 30 per cent for new public undertakings. A few of them (11 /o) 
intended going to foreign countries and still fewer (9%) wanted to do 
their own business in their native place. A very negligible percentage (3) 

opted for joining government departments. 

Thus the dissatisfied executives, after leaving the Hindustan Steel 
Limited want to join either private concerns or new public undertakings. 

To know their reaction towards recruitment and selection proce- 
dure the employees were asked as to how they would feel if their 
friends/relatives apply for a job in the Hindustan Steel Limited. 

It was observed that most of the non-executives and junior-level 
executives are rather ‘indifferent; while almost half of the middle level 
executives are ‘in favour, on the whole’ or ‘slightly in favour’ of their 
friends/relatives applying for jobs in HSL.^" On further analysis it was 
found that most of the respondents who answered ‘strongly against’ or 
‘slightly against’ were such as were dissatisfied with the terms of the 

bond.” 


Training . . _ „ 

employees were Esked to express their views oii tLe utility of 

i^^’Such views of the employees are independent of their being in any of the steel 
plants as the observed value of chi-square, 9.083 is less than 15.507, the tabulated value 
at 5 per cent level of significance with 8 degrees of freedom. 

i^The observed value of chi-square, 6 044, was found to be greater than 5.991, the 
tabulated value, at 5 per cent level of significance with 2 degrees of freedom, 
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their initial training in the Company. From, their replies it was revealed 
that majority (71%) of the employees who received training are satisfied 
with it. They stated that the training was quite useful in several ways, 
like 'reducing the cost of end-products’, ‘increasing the production’ and 
‘bringing ill better management to the units’. The percentage of such 
employees is quite high in the case of middle-level executives both in 
Rourkela (74%) and Durgapur (81%). However, some employees of 
Bhilai (20%) consider their training as ‘wastage of time and money’ and 
that it has been of ‘no substantial use’. The reaction is primarily due 
to the fact that graduate engineers from Bhilai, unlike other plants, are 
not being sent for training to the Management Institute at RanchiT^ 

About 43 per cent of the junior-level executives (presently working 
as assistant foremen or foremen or holding equivalent posts), trained 
during the last five to seven years have expressed their dissatisfaction. 
The major reason for this discontentment, revealed on further probe 
into the matter, was that such respondents could not be sent abroad for 
training. But most of the middle-level executives (serving as assistant 
general foremen, general foremen or assistant superintendents or those 
holding equivalent posts) trained earlier, nearly ten years or so, are 
satisfied with the training programmes, because many of them had been 
trained in foreign countries. 

Even though there is an improvement in training programmes, the 
employees are dissatisfied. Many of them, who were attracted to HSL 
because of elaborate foreign training programmes, on finding now that 
chances of training abroad are rather remote, have become disappointed. 
Th.ey are not being sent out because training facilities are now available 
either in the Company or in other plants in India. 

An attempt was therefore, made to study the factors responsible for 
dissatisfaction with the training programmes. The same is represented 
.in Table 3.' 

Table 3 clearly demonstrates that the attitude of the employees 
towards the initial training they received in/through the Hindustan Steel 
Limited is independent of level, plant, nature of duties-*^ and place of 
initial and post-employment training. But the attitude is dependent on 
the ‘choice for placement’ and ‘actual placement’ and ‘period of 
training’. 

^^India, Committee on Public Undertakings (Third Lok Sabha), Twenty-eighth 
Report: Head Office of the Hindustan Steel Limited (Ministry of Iron and Steel)^ New 
Delhi, Lok Sabha Secretariat, April 1966, p. 16. 

i^Though it was found to be independent at 5 per cent level of significance, it was 
observed to be dependent at 9 per cent level of significance. 

^^Though attitude of the employees towards training was observed to be indepen- 
dent of nature of duties of the employees at 5 per cent level of significance, it was found 
to be dependent at 22 per cent level of significance. 
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Table 3 ATTITUDE OF THE EMPLOYEES TOWARDS TRAINING AND ITS 
RELATION TO OTHER FACTORS 


Factors 

Observed 
value of 
Chi-square 

Degrees of 
Freedom 

Tabulated 
value of 
Chi-square 
at 5% level 
of signifi- 
cance 

Remarks 

Level of the employees 

8.215 

4 

9.488 

Independent 

Plants 

5.713 

4 

9.488 

Independent 

Nature of duties of the 
employees (Technical and 

Non-Technical) 

4.332 

2 

5.991 

Independent 

Place of initial training 

4,854 

■ 4 

9.488 

Independent 

Post employment training 

0.508 

2 

5.991 

independent 

Choice for placement 

14.705 

2 

5.991 

Dependent 

Actual placement (right/ 

wrong) 

20.843 

2 

5.991 

Dependent 

Period of training 

34.769 

4 

9.488 

Dependent 


Further analysis was made to know the direction and degree of 
association between the factors found to be dependent. It was observed 
that those who expressed that their ‘^choice was taken for granted’ for 
their placement regard their initial training received in/through the 
Hindustan Steel Ltd. of hio use’ (CA 0.660). But those who admit that 
their choice was taken into consideration for their placement consider 
the training 'of great use’ (CA 0.577) and their present duties as 'more 
or less suited to their capabilities’ (CA 0.505). Those whose choice was 
not taken into consideration for placement hold the view that their 
present duties are much/beyond their capabilities (CA 0.505). This is 
one of the factors responsible for lowering their performance. Further, 
those placed on the job for which they were trained, regard their in itial 
training ®of great use’ (CA 0.620). The demand for increase or reduction 
m the period of initial training is directly related to the views of the 
employees regarding its utility (CA 0.656) or futility (CA 0.741) . 

The foregoing analysis endeavours to demonstrate that whatever 
dissatisfaction the employees have in respect of the initial training they 
received in/through the Hindustan Steel Ltd. has been either due to the 
fact that their choice was not taken into consideration for placement 
after training or that they were not placed on the job for which they 
were trained. Since 'production incentive bonus’, 'promotional oppor- 
tunities’ and 'professional satisfaction’ are related to the department/ 
unit ill which the employees are placed, wrong placement is bound to 
lead to dissatisfaction. 
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Promotion 

The employees were asked about their views on various aspects of 
promotion policy and its administration in the Hindustan Steel Ltd. 

Frequency of Promotion 

The employees were asked about the ‘frequency of promotion’. From: 
the replies it is observed that more than two-thirds of the employees in 
Rourkela regard the frequency of promotion as hiormar. But majority 
of the non-executives and junior-level executives, both in Bhilai (65% 
and 58% respectively) and Durgapur (60% and 43% respectively) regard 
the same as ‘slow’. However, all the middle-level executives in Bhilai 
and about half in Durgapur think that it is ‘norniar. Very few of the 
employees consider the frequency of promotion as ‘quick’. 

It has been observed that response to the frequency of promotion is 
independent of the ‘nature of duties’ and ‘background of the employ- 
ees’.”^ It is, however, dependent on ‘levels’ and ‘plants’ of empIoyees.‘‘^^ A 
close association was found in the case of middle-level executives viewing 
the frequency of promotion as ‘iiormar (CA 0.741). An association has 
also been observed in the case of employees of Rourkela reporting it as 
‘normal’ (CA 0.540) and the employees of Bhilai reporting the same as 
‘slow’ (CA 0*538). 

It can, thus, be safely concluded that executives at middle-level 
regard the ‘frequency of promotion’ as Tiorinal’. Similarly, it can be in- 
ferred that the employees of the Rourkela Steel Plant consider the fre- 
quency as ‘norniar and those of Bhilai as ‘slow’. Various studies^^ have 
revealed that there are many cases of accelerated promotion in the Bhilai 
and Durgapur Steel Plants. This has been especially so with the middle- 
level executives. This indicates that even with a “quick’ rate of promo- 
tion, most of the employees have a tendency to regard the same as 
‘iiormar and even ‘slow’. 

Disparity in the Rate of Promotion 

The employees were asked if there was any disparity in the rate of 
promotion between diifereiit departments of the same plant or different 
plants of HSL or different undertakings in the public sector. It was 
observed that: 

(?) Over two-thirds of the employees in all the three plants have 
stated that there is disparity in the rate of promotion among the 

2^The calculated value of chi-square, 27,751, is greater than the tabulated value of 
9.488 at 5 per cent level of significance with 4 degrees of freedom. 

“‘-^The calculated value of chi-squares, 64.877 is greater than the tabulated value, 
9.488, at 5 per cent level of significance with 4 degrees of freedom, 
footnote 12 
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departments of their respective plants; 

(/f) A large majority (82%) of the employees of the three plants has 
also reported inter-plant disparity;, and' 

(Hi) Many (29%) employees 'do not know' of any disparity in the 
rate of promotion among the public undertakings. But nearly 
two-thirds of the respondents think that some disparity does 
exist. 

The reporting of such disparities, by the employees, has been found 
to be independent of their 'nature of duties’, 'background’ and 'plants’. 
But it has been found to be related to the 'level’ of the employees in 
respect of 'disparity between the departments’.^'^ It was further observed 
that the middle-level executives feel that, between departments, there is 
disparity in the rate of promotion (CA 0.550), 

Basis of Promotion 

The employees were asked to express their opinion on the basis of 
promotion by pointing out the two most important factors (by ranking 
1st and 2nd places) and the two least important factors (by ranking 7tli 
and 8th places) out of the eight factors placed before them. 

The analysis has revealed that there is not much variation in the 
percentage of employees, within the same levels of different plants, attach- 
ing importance to a particular factor for determining promotion. 

Table 4 indicates the ranking, of all factors, by different levels of 
employees. 

Thus, there is practically no difference in the opinion of the non- 
executives and the executives at junior level, who regard 'favouritism’ 
and 'good relations with supervisors’ as the main bases of promotion. 
Executives at middle-level, however, feel that 'technical/administrative 
competence’ and 'academic qualifications’ form the main bases of pro- 
■■ motion. 

Applying chi-square test, the 'basis of promotion’ was found to be 
independent of the 'plants’, 'background’ and 'nature of duties’ of the 
employees. It was, however, found to be dependent on the level of 
employees.^^ On further analysis the coefficients of association, given 
were observed. ' 

On the basis of the coefficient of association, it is revealed that 'good 
relations with supervisors’ is being regarded as the main basis of promo- 
tion by the non-executives. This is one of the causes of dissatisfaction 
among the non-executives. The junior-level executives think that 'senio- 

-^The calculated value of chi-square, 10.929, was found to be greater than its tabu- 
lated value, 5.991, at 5 per cent level of significance with 2 degrees of freedom. 

25The calculated value of chi-square, 64.411, was found to be greater than the 
tabulated value, 23.635, at 5 per cent level of significance with 14 degrees of freedom. 
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rity’ is the chief basis of promotion. The middle-level executives con- 
sider that ‘maintenance of good labour relations’ forms the principal 
basis of promotion. 


Table 4 



Non-Executive 

Executive {Junior) 

Exec ut i ve ( Middle) 

1, 

Favouritism 

Good relations with 
supervisors 

Technical/ Administrative 
competence 

2. 

Good relations with 
supervisors 

Favouritism 

Academic qualifications 

3. 

Hard work 

Technical/Administrative 

competence 

Experience in a particular 
field 

4. 

Technical/Administra- 
tive competence 

Seniority 

Seniority 

5. 

Experience in a parti- 

Experience in a particular 

Good relations with 


cular field 

field 

supervisors 

6. 

Academic qualifica- 
tions 

Hard work 

Maintenance of good labour 
relations 

7. 

Seniority 

Academic qualifica- 
tions 

Hard work 

8. 

Maintenance of good 
labour relations 

Maintenance of good 
labour relations 

Favouritism 



Table 5 


Level 

Factor 

Coefficient of 
Association 

Non-Executive 

Good relations with supervisors 

0.510 

Executive (Junior) 

Seniority 

0.515 

Executive (Middle) 

Maintenance of good labour 
relations 

0.892 


Promotion Procedure 

The employees were asked to comment on the promotion procedure 
being followed in their department/plant. It was observed that: 

(/) Most (69%) of the non-executives in the three plants regard 
the promotion procedure as either ‘little unfair’ or ‘very unfair’; 

(//) Similarly^ most (56%) of the junior-level executives also con- 
sider the promotion procedure as either ‘little unfair’ or ‘very 
unfair’; 
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{Hi) Most (59%) of the middle-level executives think that promotion 
procedure is "fair, on the whole’; while to some (30%) of them 
.■ it is "little, unfair’; and 

(/v) Very few (6%) employees are of the view that the promotion 
procedure is "as fair as possible’. 

The analysis also revealed that the executives who joined during the 
early phases of operation/commissioning of the plants (presently working 
at the middle-level positions) had a speedier chance of promotion than 
those joining during the last four or five years. There have been quicker 
promotions in Durgapur and Bhilai as compared to Rourkela; it being 
the quickest in Durgapur. 

Three factors have been responsible for such a rapid rate of promo- 
tion ill the Hindustan Steel Ltd. Firstly, during the last decade and a 
half, the company has been expanding its activities and production 
enormously. Secondly, it was not possible for HSL to obtain from the 
already existing public undertakings or from the private sector, enough 
persons with requisite experience."^ Thirdly, there has been a conscious 
efibrt to replace the foreign personnel.^'^ 

On further analysis it was evident that most of the employees of 
maintenance, construction and administrative departments regard the 
promotion procedure as "little unfair’ or ‘very unfair’; while those belong- 
ing to production and service departments are comparatively more 
satisfied with the procedure. 

An analysis on the basis of ‘sources of stafiing’ has revealed that 
the majority of the employees who were previously ‘not in service’ and 
those who were in ‘private concerns’ look at the promotion procedure 
as either ‘little unfair’ or ‘very unfair’. But majority of the employees, 
previously in the Central Government, State Governments or public 
undertakings consider the procedure as ‘fair, on the whole’. This may be 
due to the fact that the employees of the latter category might have had . 
the same procedure of promotion in their parent organisations as is pre- 
valent in the Hindustan Steel Ltd. 

Applying chi-square test, promotion procedure was found to be 
dependent/indepeiident of the fectors as mentioned in Table 6. 

The factors found to be dependent were further analysed to find out 


areas, like steel, where the personnel in the private sector in sufficient number 
were available, only 16 per cent, of the total requirement of middle-level executives of 
HSL could be provided by the Tata Iron and Steel Co. and the Indian Iron and Steel 
Company. 

Rourkela Steel Plant has reduced the number of foreign technicians from 
256 in 1963 to 37 in 1970, Bhilai from 200 in 1959 to 64 in 1970 and Durgapur from 
90 in 1961 to 2 in 1969. 
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Table 6 GHI-SQUARE TEST SHOWING PROMOTION PROCEDURE, 
DEPENDENT/INDEPENDENT OF VARIOUS FACTORS ' 


Factors 

Calculated 
value of 
chi-square 

Degrees 

of 

freedom 

Tabulated 
value of 

chi-square Remarks 
at 5% ievei 
of. signi- 
ficance 

Basis of promotion 

152.384 

14 

23.685 

Dependent, 

Promotion according to Rules 
Disparity in the rate of promotion 

120.835 

2 

5.991 

Dependent 

between departments 

Disparity in the rate of promotion 

55.811 

2 

5.991 

Dependent 

between plants 

Disparity in the rate of promotion 

33.141 

2 

5.991 

Dependent 

between public undertakings 

21.176 

2 

5.991 

Dependent 

Frequency of promotion 

38.969 

4 

9.488 

Dependent 

Training as related to promotion 

35.079 

2 

5.991 

Dependent 

Level of employees 

14.158 

4 

9.488 

Dependent 

Background of the employees 

9.110 

8 

15.507 

Independent 

Plant of the employees 

0.891 

4 

9.488 

Independent 

Nature of duties 

9.773 

8 

15.507 

Independent 


the coefficient of association. The analysis reveals that: 

(/) The employees who regard the promotion procedure as ‘very 
unfair’ and Tittle unfair’ have pointed out that the Tavouritism’ 
(CA 0.950) and ‘good relations with supervisors’ (CA 950) are 
the bases of promotion; those who consider it as ‘fair, on the 
whole’ feel that ‘academic qualification’ is the basis (CA 0.926) 
and those who think that the same is ‘as fair as possible’ are of 
the view that ‘hard work’ (CA 0.790) and ‘technical/administra- 
tive competence’ (CA 0.731) are the bases of promotion; 

(??) Those employees who are of the opinion that the promotion is 
being given according to Rules, regard the procedure ‘as fair 
as possible’ (CA 0.882) and ‘fair, on the whole’ (CA 0.888); 
but those who feel that the same is not being done according to 
Rules, consider the procedure as ‘very unfair’ and ‘little unfair’ 
(CA 0.924); 

(/7/) Those employees who responded that there is no disparity 
between departments in the rate of promotion, are of the view 
that the promotion procedure is ‘fair, on the whole' (CA 0.699); 
but those who regard that there is disparity feel that the proce- 
dure is ‘very unfair’ and Tittle unfair’ (CA 0.855); 
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(/v) Those employees who feel that there is no disparity between 
plants in the rate of promotion consider that the procedure is 
'as fair as possible’ (CA 0.796); but those who feel that such 
disparity does exist regard the procedure as 'very unfair’ and 
Mittle unfair’ (CA 0.779); 

(v) Similarly, respondents for whom there is no such disparity 
between public undertakings feel that the procedure is 'as fair 
as possible’ (CA 0.767); but those who regard that there is 
disparity say that the procedure is 'very unfair’ and 'little 
unfair’ (CA 0.737); 

(vi) Such employees as are of the opinion that the frequency of 
promotion is 'slow’ also regard that the procedure is 'very un- 
fair’ and ‘little unfair’ (CA 0.595); those who consider the same 
as 'normaF think that the procedure is 'fair, on the whole’ 
(CA 0.538) and those who regard it as 'quick’ feel that the 
procedure is 'as fair as possible’ (CA 0.840); 

{vii) The employees whose training was not related to promotion 
regard the procedure as 'very unfair’ and 'little unfair’ 
(CA 0.731); but those who feel the other way think that the 
procedure is 'as fair as possible’ (CA 0.840); and 

{via) Middle-level executives hold the view that the promotion proce- 
dure is 'as fair as possible’ (CA 0.514). 

The discontentment created by the promotion procedure among the 
non-executives and junior-level executives has been due to a feeling that 
the promotions are not being made according to Rules and that there is 
disparity in the rate of promotion between departments/plants/public 
undertakings. Besides, they are of the view that the promotion rate is 
slow and their training is not related to promotion opportunities. 

Remuneration ■ 

The employees were asked about disparity between the Hindustan 
Steel Ltd. and other public undertakings in the matter of 'pay’, 'dearness 
allowance’ and 'production incentive bonus’ for similar positions. From 
the views of the respondents it was observed that: 

(/) About two-thirds of the employees feel that, as compared to 
other public undertakings, they are being given 'about the same’ 
pay, dearness allowance and production incentive bonus; 

(//) Some (22%) of the employees, mostly non-executives and junior- 
level executives, think that they are getting less dearness 
allowance compared with that being paid by other public under- 
takings; and 

{Hi) Some (23%) of the employees, more so in Bhilai and Durgapur 
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have responded that they do not know about the Production 
incentive bonus being paid in other public undertakings; while 
others ( 17 %) consider that, as compared to other public imdei- 
takings, they are receiving less bonus. 

The employees were also asked about the disparity between the 

HmdustarsUud. and private concern, in respect 01 -pay dearne^, 

rUowaS aid •production incentive bonus- lor simdar pos..,ons. From 
the opinion of the respondents it was revealed that: 

{A About two-thirds of the employees have expressed that, as 

compared to private concerns, they are being under paid m 
respect of ‘pay’, ‘dearness allowance' and ‘production incentive 

m HmvCTer!''stme(26%)ofthe employees think that their emolu- 

mens in terms of ‘dearness allowance’ and production incentive 
bonus’ are ^ about the same , 

Thus it can be safely concluded that majority of the employees of 
the Hindiistan Steel Ltd., at various positions,, feel that they are receiv- 
! ^louuhe same’ remuneration as compared to similar positions m 
othel publil undertakings, but are being -underpaid- when compared to 

“™'compalfa?tre executives, it 

was r««led that the Hindustan Steei Ltd. lags behind only some of the 
wellknowu, especially foreign private concerns.-- but is paying nearly the 
Tme reLner«ion and in some cases, even htgher, as compared to 

29 

^""InX'stady was conducted to know the comparative position in 
resnect of pay scales, dearness allowance, house rent allowance, city 
roTpensatory allowance, conveyance allowance and other a lowances m 
S^ of the public undertakings. Based on the data, total salary (mclud- 

rallcompLable allowances) was calculated at various points of pay 

scales. The results of the study indicate that: 

Within public undertakings there is a considerable uniformity 
of pay scales (with minor variations in annual increments) and 

dearness allowauee; 

(//) There is wide disparity in the house rent allowance and convey- 
ance allowance; 

28Concerns like Burmah-Shell, Imperial Chemical Industry, Hindustan Lever and 
^‘""loThe study, in detail, was made on the basis of advertisements appearin| in the 

newspapers* 
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(in) The total emoluments in HSL, up to the basic salary of Rs. 600 
per month, are much less than in Indian Oil; but thereafter, the 
position is reversed; and 

(iv) As regards total emoluments. Air India is leading HSL after the 
basic salary of Rs. 800 per month. 

Thus, the pay of the middle and junior-level executives in the 
Hindustan Steel Ltd. compares favourably with similar positions in most 
of the other public undertakings. However, some of the older and 
‘departmental type’ of undertakings are keeping lower pay scales and 
giving less allowances. 

On further analysis of the replies, the following significant associa- 
tions were observed: 

(i) The middle-level executives feel that they are being paid ‘about 
the same’ dearness allowance (CA 0.711) and ‘production in- 
centive bonus’ (CA 0.593) when compared to similar positions 
in other public undertakings; 

(ii) The employees who were working in other public undertakings 
before joining HSL consider that they are receiving higher pay 
as compared to similar positions in other public undertakings 
(CA 0.523); and 

(Hi) The employees who were engaged in private concerns before 
joining HSL are of the view that they are drawing ‘about the 
same pay’ (CA 0.700) and dearness allowance (CA 0.521) as 
compared to similar positions in private concerns. 

Thus, the employees coming to the Hindustan Steel Ltd. from other 
public undertakings consider — a view which must be given weightage— 
that they are being ‘overpaid’ as compared to other public undertakings. 
This was the reason of their joining the Hindustan Steel Ltd. The 
employees who were in private concerns feel that they are getting ‘about 
the same’ pay and dearness allowance. 

Inducement to Production Incentive Scheme 

The employees, to whom the scheme applies, w'ere asked as to what 
extent they are induced by the production incentive scheme. Tlie analysis 
of the replies revealed the factors dependent/independent of the induce- 
ment by the scheme. The same is indicated in Table 7. 

The factors found to be dependent were further analysed to know 
the direction and degree of association. The analysis reveals that: 

(i) Those employees who feel that they are receiving lesser produc- 
tion incentive bonus as compared to similar positions in other 
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PRODUCTION INCENTIVE SCHEME AS DEPENDEN / 

INDEPENDENT OF OTHER FACTORS 
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Factors 

Calculated 
value of 
chi-square 

Degrees 

of 

freedom 

Tabulated 
value of 
chi-square 
at 5% level 
of signi- 
ficance 

Remarks 

Production incentive bonus 

as compared to public 
undertakings 

50.134 

4 

9,488 

Dependent 

Production incentive bonus 

as compared to private 

0 174 

4 

9.488 

Independent 

concerns 

43.451 

13-980 

4 

9.488 

Dependent 

Factors for inducement 

4 

9.488 

Dependent 

Plants 

9 668 

2 

5.991 

Dependent 

Level of the employees 

Nature of duties 

8.633 

4 

9.488 

Independent 


public undertakings, have But 

induced by the production incentive scheme (CA 0.922). ^But 

of the view that they are ‘very much induced (CA 0.757), 
f/n The employees who are induced very much by the scheme 

‘ liard 'good chances of promotion’ as the mam basis of the, r 

m ¥heTm”C2^r“'the“ Bhilai Steel Plant are induced ’to some 

junior-level executives are induced ‘to some extent by the 
scheme (CA 0.536). 

A-u fin,, riicsatisfaction with the scheme is due to the lower rate 
Thus, the diss u^nus Apart from financial benefits, promo- 

of production ^ ^ at incentive increasing production. 

rmATes 4=t production, arc sa.Mcd with the 

scheme. fh,. three steel plants follow the same scheme, dissatis- 

Though *on“ Stives Ljunior-levd executives was obser- 

faction among the _ because Durgapur has been suffering 

ved only in particularly before 

ardS^hcA Aral Elections, 1967 . Officebearers of two main rivgl 
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unions were candidates for election to the State Legislature.®" This has 
adversely affected the production and consequently the remuneration to 
be paid under the production incentive scheme. It has been estimated 
that during 1960-1970, the plant, on an average, had ‘labour producti- 
vity’ of 53.5 tonnes of steel ingots per employee, of the works depart- 
ments, per year. The extent of plant utilisation during the same period 
had, on average, been only 64 per cent. 

The reason for the dissatisfaction in the maintenance departments, 
and more so in the service departments, is the lower rates of ‘production 
incentive bonus’ in these departments. Further, since the production 
incentive bonus is related to the production departments, it does not 
provide direct incentive to the employees working in the maintenance 
and service departments. 

The employees were also asked to express their views about initia- 
tive on the job, professional satisfaction, guidance from supervisors, 
competence of the supervisors, discipline in the units, socio-physical 
working environments, public image of the Hindustan Steel Ltd. as 
compared to other public undertakings and criticism, among the em- 
ployees, of the personnel policies and practices of the Company. 

On analysis the following significant associations were observed: 

(0 The non-executives feel that their jobs provide ‘very little scope’ 
for initiative (CA 0.518); 

Hi) The middle-level executives think that their supervisors are 
‘competent’ (CA 0.560); 

{in) The employees who were working in private concerns earlier 
have pointed out that ‘social and welfare amenities’ have been 
well provided to them (CA 0.503); 

(iv) The respondents, who were working in public undertakings 
before joining HSL are of the view that the employees are 
disciplined (CA 0.533); 

(y) The middle-level executives feel that public image of HSL as 
compared to other public undertakings is ‘much better’ (CA 
0.714); while the non-executives think that the same is ‘slightly 
worse’ (CA 0.513); and 

(vi) The non-executives have pointed out that the criticism, among 
the employees, of the personnel policies and practices of the 
Company is ‘rare’ (CA 0.605); while the middle-level executive 
think that such criticism is ‘frequent’ (CA 0.503). 

SUMMING UP 

Despite stiff competition with the private sector steel plants, the 

soSee, India, Hindustan Steel Ltd., Thirteenth Annual Report{l966-67), Ranchi, 
Hindustan Steel Limited, 1967, p. 22- 
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Hindustan Steel, Ltd., has been able to attract sufficient number of, 
available qualified persons due to its progressive personnel policies, ade- 
quate pay, ample opportunities for promotion and , elaborate training, . 
especially foreign training programmes. But owing to defective and ■ 
wrong implementation . of the personnel policies, many of the employees 
are not only dissatisfied but are anxious to leave the Hindustan Steel 
Limited. As such, it has not been able to fulfil one of its important 
personnel objectives, namely, ‘‘developing and sustaining a favourable 
employee attitude and obtaining maximum contribution of employees 
through.. Job satisfaction”.^^ 

This is because, there has been a sudden and tremendous increase 
in the activities, volume of investment and employment in the Hindustan 
Steel Ltd. But proportionately less attention has been paid towards 
personnel administration to cope with the increased work. 

Keeping excess staff has not only resulted in low ‘labour produc- 
tivity’, high ‘labour cost’ and consequently losses but it has created 
dissatisfaction among the employees. 

Owing to unplanned ‘staffing policy’, there has been a sharp increase 
in the number of Graduate Engineers selected in 1965 and 1966. This 
affected the training loads of the plants and created administrative 
problems relating to promotions. Handling large number of candidates, 
for interview and appointment, had adversely told upon the administra- 
tion of recruitment section. As a result of it, not many candidates 
appeared for interview or joined the Hindustan Steel Ltd. Many of the 
serving junior executives are, therefore, dissatisfied with the interview 
and selection procedure. 

The middle-level executives, who joined during the earlier phases 
of the Company, had foreign training, proper placement and quicker 
promotions, have expressed their satisfaction with the personnel policies 
and practices. But junior executives not having such privileges have 
shown their dissatisfaction. Such executives who are finding a compara- 
tively lower rate of promotion are strongly critical of the promotion 
policy and procedure of the Company. They have pointed out that 
promotions, by and large, are based on ‘good relations with supervisors’ 
and ‘favouritism’. 

Since the rates of promotion are lower in maintenance, construction 
and administrative departments, their employees are comparatively more 
dissatisfied than those in other departments. The employees, who were 
in private concerns or were ‘not in service’ before joining the Hindustan 
Steel Ltd. are dissatisfied with this aspect of personnel administration 

3^The Board of Directors of the Hindustan Steel Ltd. in its meeting held on 26 
February 1970 at Ranchi adopted objectives, towards employees along with those of the 
Company. For objectives see India, Hindustan Steel Ltd., Sixteenth Annual Report 
(1969-70), Ranchi, Hindustan Steel Ltd., 1970. 
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as the rate of promotion has fallen short of their expectations. On the 
other hand, persons coming from government service or public under- 
takings are satisfied because of better promotion prospects in the 
Company. 

It has been observed that the employees of Durgapur Steel Plant 
and of maintenance and service departments in all the three steel plants 
are more dissatisfied with the production incentive scheme than other 
employees. In the case of the former, it is due to labour disturbances, 
adversely affecting production and resulting in a paltry bonus. In the 
case of the latter, it is because of lower rates of bonus than in other 
departments. 

Thus, foreign training and promotion prospects have been found 
to be important variables in the satisfaction of the employees of the 
Hindustan Steel Ltd. Lack of initiative on the job, indiscipline in the 
plants, public image of the Company being worse than that of other 
public undertakings and socio-physical working environments not being 
‘adequate’ have contributed to dissatisfaction among the employees. □ 



Choosing Chief Executives (For 
Government Undertakings) — 
Ideologists, Specialists or 
Generalists?’" 

S.S. PatU 


T he prime minister, Smt. Indira Gandhi, addressing the heads 
of the public sector undertakings observed: 

All these years we have taken up important programmes publicly 
but we have put at the head of these undertakings men who were 
not fully involved but thought it was only another job. We cannot 
simply afford that sort of attitude.^ 

She desired that all those who were concerned with the public sector 
projects should be “deeply involved, deeply committed”. These views of 
the Prime Minister raised up a great controversy in the country because 
it was thought that Smt. Gandhi desired to politicize the civil service. 

Narula deprecated the tendency to “confuse the question of com- 
mitment of Civil Services to the socialistic doctrine as propounded by 
one ruling party or another with the common complaint that civil ser- 
vants show little regard for the welfare and convenience of the poor 
are not really concerned about achieving results and are skeptical of the 
democratic process”. He further observed: “In the Indian context, the 
civil servants need to have a commitment to the high principles of 
public good as embodied in the Constitution, namely, promotion of 
justice — social, economic and political and the Directive Principles of 
State Policy.”^ 

*From Indian Journal of Public Administration, VoL XVIIT, No. 1, 1972, pp. 7»35. 
^Indira Gandhi’s address to the heads of public sector undertakings at New Delhi, 
Sunday Standard, July 20, 1969. 

^B.S. Narula, “Role of Civil Services in Administration-Challenge of 1970’s”, 
The Times of India, January 26, 1970, 
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Prime Minister, Smt. Gandhi, in her inaugural address at the 
Golden Jubilee Celebrations of the Institution of Engineers, complained 
that her views on ''committed Civil Service” had been "mis-interpreted”. 
She clarified that she did not want civil servants to support her or her 
political ideology. She wanted them to be "committed to the objectives 
of the State, which had been approved by the Parliament”^ 

Smt. Gandhi’s views are realistic and should be acceptable to all. 
But there is reason to believe that her colleagues in the Central Cabinet 
and the Congress party (R) do not seem to subscribe to her views on this 
subject fully because Shri Jagjivan Ram in his address to the Bombay 
Plenary Session, clearly advocated for committed Civil Service — "com- 
mitted to the ideology of democracy, socialism and secularism’’^ Also 
while translating the basic idea into practice the "commitment to socia- 
lism” is alleged to be considered as the sole qualification for appointments 
to high posts in the government 

Mohan Kumaramangalam, till recently a card-holder member of 
the Communist Party of India replaced Bharat Ram as the chairman 
of the Indian Airlines Corporation. R.K, Hazari, described inajour- 
naP that the "Congress Party Philosopher” was appointed Deputy 
Governor of the Reserve Bank of India and his predecessor Shri A. 
Bakshi "was installed as the secretary of the newly created Department 
of Banking Operations of the Finance Ministry”. He is said to have 
"superseded some senior officers, mainly on the strength of his socialistic 
bearings. 

Somasundaram®, a well meaning Member of the Parliament, ad- 
dressed a letter to the Prime Minister on the subject of the choice of 
general managers of the public sector undertakings and heads of tech- 
nical departments. He said: 

At present the Indian Administrative personnel are placed as 
general managers of Public Sector Undertakings and other 
technical departments. This had created... frustration among the 
technical personnel arising from compulsion to serve under genera- 
list overlords. 


^Indira Gandhi’s address at the Golden Jubilee Celebrations of the Institution of 
Engineers, TAe February 6, 1970. 

^Jagjivan Ram’s Presidential Address to the Bombay Plenary Session of Congress 
(R) Party, The Times of India, January 13, 1970, 

‘‘Current’' reader "on the appointment of the New Deputy Governor, Reserve 
Bank of India”, O/rre-w/, December 4 1969. 

*5S.D. Somasundaram’s letter dated May 14, 1969 to the Prime Minister— text 
published in August 15, 1969. 
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He suggested to the Prime Minister as follows: 

Only technical personnel having sound technical knowledge and 
wide adraiiiistrative experience should be placed, at, the helm of, 
affairs of technical organizations, /.e., public undertakings, steel 
plants, aluminium plants; Ministries like Works, Housing and 
Supply, Irrigation and Power, Steel, Mines, Metals, Commun,ica- 
tionSj.etc. 

Somasundaram, in his letter, also requested the Prime Minister 
'‘to issue a general directive to the different Ministers... to the effect that 
top administrative posts in such technical Ministries should be manned 
invariably by the qualiffed technical personnerk 

A technical journal joined hands with Somasundaram and launched 
an active campaign to secure government's acceptance of his views.’ 
Somasundaram’s views invoked wide and unqualified support from 
prominent MPs, and some State and Union Ministers. The technical 
journal published scores of letters under the caption “Ministers and MPs 
Support Engineers' Cause". 

The Administrative Reforms Commission (ARC) dealt with the 
‘generalist-specialist’ controversy in its Report on ‘Personnel Adminis- 
tration’.® It observed: ‘the generalist has his place and an important 
one at that, in the scheme of things; but so has the specialist, the scien- 
tist and the technologist". It emphasised “the need for specialization 
and what is more the need for specialised skills in higher administra- 
tion". 

V, Shankar, a member of the ARC, in his dissent note to the Com- 
mission’s Report, stated that “as regards the outline of reform and the 
need for specialisation, I feel that the scope for a specialist in the present 
administration is generally over emphasized".^ 

THE PROBLEM 

The problem of choosing chief executives is complex and has evaded 
a clear-cut ‘formula' notwithstanding vast research by experts in manage- 
ment science. It is the purpose of this article to establish some guidelines 
that may not always ensure a correct choice but would increase the 
probability of the selection being right. 

It is not, however, intended here to isolate a ‘typical personality’ 
suitable for becoming a chief executive, though the discussion might be 
helpful in that respect too. It is obvious from the discussion in the 

'^Engineering Times, Calcutta, August 15, 1969, and October 1, 1969. 

^Administrative Reforms Commission, Report on Personnel Administration, Delhi, 
Manager of Publications Government of India, p- 27. 

^ibid,,p. 159. 
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preceding section that according to the current thinking in this country, 
there are three broad species contending for the chief executive’s post, 
viz. ideologists, generalists and specialists. An attempt is, therefore, to be 
made to select one of the three species. 

THE APPROACH 

The elements of the approach to a solution of this complex problem 
are:."' 

1. Define, in general, jobs of the chief executives. 

2. List and describe the qualities and skills necessary to perform 
these jobs successfully. 

3. Verify if ideologists, generalists or specialists are more likely to 
possess majority of the qualities and skills. 

4. Test the conclusion against experience and practice in the ad- 
vanced countries. 

5. Obviously, none of the three species would be an ideal choice. 
Therefore, attempt will be made to locate major disadvantages 
of selecting a particular species and suggest ways and means to 
mitigate these. 

THE DEBATE 

Jobs of Chief Executives 

The techniques of job analysis and description are imperfect. At the 
lowest level, there is hardly anything to describe, while at the highest 
level one’s vocabulary is stretched to the limit to describe responsibilities, 
jobs and tasks which are complex and far too many. When it comes to 
describe the jobs of the chief executives in general, the difficulties mul- 
tiply for, after all, being The chiefs’ there are no conventional or other 
restrictions on their activities. This predicament can best be realised from 
Allen’s following observations: 

The President of one Chemical Company, for example, personally 
approves 12 weekly salary increases for clerical positions. The Pre- 
sident of another, somewhat smaller company, reviews increases only 
on salaries of 110,000 or more a year. 

The President of a $250 million company with headquarters in New 
Jersey opens and routes his own mail.^® 

Considering the varying nature of business enterprises and diversity of 
personality traits, one is apt to feel helpless. Nevertheless, since it is the 

i^Louis A. Allen, Management and Organizatwn, New .York, MeGraw Hill, 1958# 
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basic requirement of this article to list major jobs of the chief execu- 
tives, attempt has to be made, keeping in mind the , above mentioned 
limitations. 

It is possible to get a fairly good idea of the nature of tlie^ chief 
executive’s work from his position in the company organisation. Hurley 
says: , 


This individual stands between the board of directors above him and 
the subordinate officers and employees below him. He is the main 
centre of communications and often times the only contact between 
the governing board and the management.^ ^ 

Therefore, it can be safely said that the chief executive is responsible for 
the overall activities of a company and management’s work is his work. 
The work of the management according to Drucker is ^To manage a 
business, manage managers and manage workers and work”.^^ 

Every company or corporation has some definite economic and 
social objectives and it is, the main duty of the chief executive to strive to 
achieve these objectives. It is, of course, implicit in this that setting up 
new objectives and modifying the old ones is part of his work, for the 
common objective is 'progress’ which is antithetic to statics. 

The work involved in attaining the social and economic objectives 
of any sizable company is so tremendous and complex that it can be 
done only in cooperation with people, may they be workers, managers, 
government officers or politicians. Therefore, Koontf rightly considers 
"getting things done through and with people” as the principal job of 
the chief executives.^^ 

In the process of managing business, managers, workers and work, 
the chief executive has to take series of decisions. The very concept of 
management is characterised by its concentration on decisions. To quote 
Richards and Nielander "planning, controlling” organising and other 
iiianagerial functions or process can be considered as different areas for 
decisions”. 

Therefore, a group of experts known as the 'decision theory school 
of management’ consider "taking decisions and right decisions of course” 
as the prime function of the chief executives or for that matter any 
executive. 

i^Morris E. Hurley, Business Administration^ New Delhi, Prentice-Hall of India, 
1964, p. 373. 

i2peter F. Drucker, “The Nature of Management", M.D, Richards and W.A. 
Nielander (eds.). Readings in Management, Bombay, D B. Taraporevala, 1967, p. 32. 

i^Harold Koontz, "The Management Theory Jungle'*, in M.D. Richards and W.A. 
Nielander, t'vx c/r., p 17. 

Richards and W.A. Nielander, “Decision-Making'*, in Richards and 
Nielander, op.cit., p, 212. 
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There are voluminous writings, listing and describing the numerous 
functions of the chief executives. It is not necessary for the limited pur- 
pose of this article to enumerate all these activities of the chief 
executives. However, to show that all these functions fall in one of the 
above mentioned three categories, it is necessary to mention these in 
passing. 

Copeland has taken special pains to shape an image of the ‘model’ 
executive. His work is full of rare insights gained during “forty years 
of case gathering and observation of business practice”.^*''' Hurley has 
organised the model of the executive as presented by Copeland into fol- 
lowing fourteen points: 

1. winning authority, 

2. meeting test, 

3. securing acceptance, 

4. obtaining teamwork, 

5. developing talent, 

6. exercising leadership, 

7. facing facts, 

8. performing unpleasant task, 

9. keeping perspective, 

10. defining jobs, 

11. setting policies, 

12. keeping informed, 

13. keeping the wheels turning, and 

14. making decisions. 

It is evident that all these points or any other lengthy list of activities 
of the chief executives are nothing but a mere breakdown of the main 
tasks explained earlier. 

The main Jobs of the chief executives can, therefore, be grouped into 
five types shown in Table 1. 

Qualities and Skills of Chief Executives 

There is a surprisingly little agreement amongst the management 
experts regarding qualities of a successful chief executive. Moreover, the 
traits of a model executive listed by psychologists or some employers 
are shockingly at variance with the observed facts. 

The qualifications which Owen D. Young, the founder of Radio 
Corporation of America (RCA), thought ‘must be’ possessed by a man 

at Work, Cambridge, Harvard University 

,Fress,T95I.:, , 

^^Morris E, Hurley, op. aX, pp. 379, 380, 381 and 382. 
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Table 1 JOBS OF CHIEF EXECUTIVES AND QUALITIES 

AND SKILLS REQUIRED 


SI, Type of Jobs -/Quality 

No, ■ 


Comoiltment 

Knowledge,' 

Leadership 
Judgment 

who would assume responsibilities of the chief executive of RCA stret- 
ches one's credibility. The specifications presented by Young were: 

1st: He should be well-known both nationally and internationally 
and he should have made such a place for himself as would enable 
him to speak with authority either to a foreign government or 
to our own government. 

2nd: He should not have been previously identified himself with 
politics because that would mean party alignment and partisan 
reaction. 

3rd: He should not have been identified with Wall Street and the 
money interests because it is important that the American people 
should accept the Radio Corporation as an Organisation for service 
to American interests both at home and abroad rather than as an 
organisation to make a profit for Wall Street interests. 

4th: He should have had administrative experience and if possible 
business experience. 

5th: He should be well known in Washington and in a position to 
appear before committees of congress and before the departments 
and have his statements of facts accepted without question. It is 
particularly important in this connection that no one should be able 
to question his Americanism, such as they have done in several ins- 
tances in the case of our internationai bankers. 

6th: He should be a man of public position to whom attack would 
be bad politics rather than good politics.^' 

Finding an executive fulfilling specifications drawn by Young is a 

I'^.Owen D. Young, Letter of Edward J. Nally, dated October 25, 1922— extracts 
taken from Morris E. Hurley, p. 350. 


1 . Seltiog up objectives and reviewing them constantly 

2. ia) Formulating policies and programmes for attainment 1 

of objectives j 

{b) Organising bmnan and material resources to imple- f* 

meet the programmes J 

3. Leading the organisation to success 

4. Taking quick and right decisions 
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formidable task and it was so for himself, because ^'liis candidates uni- 
formly failed to meet the specifications”. He fi,iially settled on Major 
General Harboard. All the same, Young’s specifications are helpful in 
solvrog the problem. 

Instead of getting lost in the, model building, it is important here to 
list only major qualities required to perform the types of the jobs listed 
in Table 1. 

Inevitably, there will be overlapping of qualities required, to do each 
type of job. However, to simplify the matter, only such attribute which 
has outstanding importance in performing each type of job is mentioned 
InTable 1.' ■ 

: ,It must, be stated that qualities besides those 'listed. in Table 1, viz., 
intelligence, .' creativity,' perseverance, ■ ambition, drive, ,, etc., ,are common 
to all the three species .and without these 'no one would be even consider- 
ed for the post -of the chief executive. , These will , not, ,therefore, be 
includedj.n the discus,sion. , 

The qualities listed i.ii Table I are general and in vague terms. Each 
one , of them' , implies many . similar attributes. There is' little ag,reement 
regarding their nature and. content. Tt is, therefore, .necessary to define 
their meaning in the context of the present topic. 

Commitment 

„ Full coin'initment to the ideology of a party in power is thought to. 
be liighly desirable because: 

„ {a) , It , ..inspires crusading spirit in the chief - executives to achieve the 
, . overall social and economic objectives, .which have direct bear- 
' ing on the ideology and its .success. ' 

'. (Z?),,. It obviates . constant vigil..by the members of the party or cabinet 

:... Ito ensure .,.. that programmes-, are drawn, and implemented in 
, keeping with the ideology. 

(c)- It eliminates complicated .motivational techniques to inspire 
..and impel chief .executives 'to put forth. t.h,e best dn. them... They 
.' would automatically do their .best as their ideological convic- 

, (rf) -.It would help .ill. formulating and impro.viiig - the- overall pro- 
grammes and objectives as the committed chief executives 
. w^.o,'uld,give valuable feed-back 'information.. . 

d .;- ':-All , the above,- ^'^m .are valid . only under ideal., 

conditions. In reality, crusaders or fully committed men and women are 
a rare commodity. The few that are available would naturally prefer to 
work in the party apparatus instead of getting bogged down to compara- 
tively routine work of running factories. Moreover, project management. 
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being, a pedestrian taskj does '.not offer the 'kind of iiispiratio,!! req'uired to 
keep up the crusading spirit of even fully coiiimitted niem'bers. 

Therefo,re, it was found inevitable even in tlie Soviet IJnioii to use 
inate.rial incentives to 'motivate managers to produce best , res'iilts. This 
can, be taken as a positive proof of iintenability of tlie above mentioned ' 
assurnptio„iis because most of the managers of the Soviet factories, are . 
members of the Communist party. Lenin had. to declare, “'production 
should be organised so as not to depend on moral stimuli alone, but 
these moral stimuli should be bolstered, by materia! incentives'’.^"'’ 
Richman , observes : 

The Soviet regime encourages ■ capable, intelligent persons to pursue , 
managerial career by providing basic salaries well, above the national 
average and by providing those who .reach t.lie top rungs of the 
management ladder with fringe benefits such as a company car and 
favoured housing. The regime also deems it necessary to provide 
additional incentives compensation to spur managers to maximum 
efforts in the "best interests’ of the State.^*^^ 

In a multi-party democracy, there is additional difficulty in recom- 
mending or choosing supporters of the ideology of the party in power as 
chief executives because there is every possibility of another party, with 
diametrically opposite principles, coming to power. In such an eventuali- 
ty, there will be undesirable reshuffle. It can be argued that even in the 
private companies hiiaiiy heads roll’ with change fin management’. But 
the frequency is not or would not be so high because politics is inherent- 
ly fickle and more so in these days. Moreover, there is utter scarcity of 
managerial talent audit would not be possible for any party to find 
enough replacement. If ideological considerations become the sole deter- 
minant of suitability for high posts, a situation will arise when ‘chame- 
leons’ would wangle their way to the top; thus defeating all the purposes. 

Commitment was, therefore, considered necessary only for the job 
of setting up social and economic objectives and formulating a pro- 
gramme. Under the system prevalent in this country,- broad social and 
economic objectives of state enterprises are determined by the Cabinet, 
and Planning Commission to some extent. If the objectives of an enter- 
prise are given to and not determined by chief executives, full commit- 
ment to the ideology of the party in power does not seem to be necessary. 

It does not, however follow that ideological considerations are irrele- 
vent to the issue of choosing chief executives of the government under- 
takings. There is a possibility that an otherwise efficient executive not 

^^Lenin, quoted by Barry M. Richman, Soviet Management^ Calcutta^ vScientific 
Book Agency, 1965, p. 132. 
p. 132. 
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only lacks faith in the ideology but is opposed to it. It will be 
difficult to force such a person to formulate or even vigorously imple- 
ment the new programmes based on a particular ideology. Lack of 
faith in or opposition to an ideology would definitely militate against 
such person’s devoting to the success of the enterprise. This negative 
aspect is equally important. 

Depending on the degree of commitment or opposition to a parti- 
cular ideology, all people can be divided into the following categories: 

1. Crusaders: Hundred per cent commitment and ready to stake 
everything, including life and livelihood, for the sake of success 
of ideology or policy. 

2. Sympathisers: Generally believe in the ideology or policy but 
may have some reservations. Also not willing to take extra- 
ordinary risks. Many times prefer to conceal the faith. 

3. Neutrals: Have no ideological axe to grind. Willing to do any 
job assigned to the best of their ability to make their own 
career. Successful mainly in respect to power and money. 

4. Conscientious Objectors: Have no faith in the ideology but 
would prefer to do jobs selectively. May create difficulties at 
times by withholding efforts but would desist from wrecking 
efforts of others. 

5. Antagonists: Openly opposed to the ideology. Would attempt 
to secure rejection of the ideology in preference to the alter- 
native one but such efforts are constitutional. 

6. Saboteurs: Deadly opposed to the ideology. May express interest 
and even participate in programmes outwardly with a view to 
sabotaging. 

It is possible now to conclude this section by stating that: 

(0 Full commitment to the ideology of party in power is not a 
necessary qualification for chief executives. 

(a) Any party or its government would, and there is no reason 
whatsoever why they should not, scrupulously bar entry of 
antagonists and saboteurs to the high offices and avoid con- 
scientious objectors as far as possible. Smt. Gandhi is, there- 
fore, fully justified in declaring that “obviously you cannot put 
those people in charge of public sector projects who do not 
subscribe to the philosophy of public sector”.^® 

(Hi) In the multi-party democracy adopted by us, ‘neutrals’ should 


^“Iiidira Gandhi, TAe Times of India, February 6, 1970. 
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be preferable, though, other things being equal, 'sympathisers’ 
would do better. 

Knowledge 

Knowledge required to become successful chief executive is not akin 
to 'scholasticity’ or walking encyclopaedia. Management values or should 
value knowledge only to the extent it is helpful in producing desired 
results. Drucker rightly says, ‘'achievement rather than knowledge 
remains of necessity both proof and aim,”^^ as far as management is 
concerned. 

Nevertheless, there is no denying the fact that chief executives must 
possess knowledge of all aspects of a business. McGregor believes that 
if the executive has to play his role effectively he should have knowledge 
of all the related disciplines. 

He says: 

The development of scientific knowledge brings pressure to bear 
upon the manager’s performance of his role... the systematic and 
rapid accumulation of knowledge in all the disciplines that have re- 
levance to management is a major phenomenon of our time. Beha- 
vioral science knowledge is one example, but others are no less im- 
portant. Computer technology, applied mathematics, statistics and 
symbolic logic, most of which have hitherto been of relatively small 
concern to the manager, are becoming highly relevant. As indus- 
trial firms become international in character, they must acquire ad- 
ditional knowledge in political science, history, anthropology, eco- 
nomics and perhaps also philosophy and ethics.^^ 

Even a genius, who has no experience of management or industry 
will shudder to read the above mentioned list. It must, therefore, be 
made clear that manager’s knowledge of these areas is not the same as 
that of the experts in each one of these. The basic principle that needs 
to be understood is that managing a function is not the same as per- 
forming it. The chief executive is not required to have detailed syste- 
matic knowledge of each area. He must be familiar with each to the 
extent required to distinguish between right and wrong. 

Branch believes that the chief executives cannot play their role 
effectively "without minimum comprehension” of each area. He 
observes: 

Unless he (chief executive) has sufficient background knowledge to 

2ipeter F. Drucker, in Richards and Nielander (eds.),o/). cz7., p. 26. 

^^Douglas McGregor. The Professional Manager^ Calcutta, Scientific Book Agency, 
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appraise the materia! critically by asking appropriate questions, 
lie cannot test its accuracy or inclusiveness,' request corrections or 
suggest , constructive improvements. Without this minimum com- 
, prehension, he is in effect making decision to others, would of .course 
^ constitute a serious abrogation of his basic responsibility.’'-^ 

It is impossible for any -one to be equipped with even ‘hninimum 
comprehension” ■ of all. the areas involved in management of a company, 
before starting his career. Moreover, some of the subjects are bound to 
change with the nature of the business of different companies. Therefore, 
what is to be emphasised is not the initial level of the knowledge but a 
person’s capacity and willingness to learn more not only in the familiar 
areas but also in new and different ones. 

Leadership 

The chief executive’s prime responsibility, as observed above, is to 
^"get things done through and with people”. What he gets done is 
therefore, more important than what he does himself. His success, and 
consequently that of the organisation that he heads, depends on the 
achievements of people he leads; and the people’s achievements depend 
on leader’s capacity to direct and motivate them. 

There are two main methods of directing and motivating people; 
autocratic and democratic. The industrial management was characterised 
by autocratic leadership till recently. However, due to growing com- 
plexities of business world, rise of strong trade unions and scarcity of 
competent skilled hands, it is unlikely that an autocratic leader can 
succeed as chief executive. The chief executive, therefore, to be able to 
manage democratically, must be a shrewd judge of human motives and 
personalities. He ought to spend much of his time in studying and know- 
ing well his team. He cannot neglect their individual and collective 
welfare. It may not be sufficient only to introduce good welfare sche- 
mes and sanction money. While remaining aloof, his attempt should 
always be to get familiar with most of them, know their individual pro- 
blems and help in solving them. In short, he should be a ‘people-minded’ 
man and should always keep up the morale of his team. 

Advent of computers and other management tools have revolution- 
ised the nature and content of the jobs of chief executives and also the 
entire field of management. These tools being available to all the com- 
panies, most of the routine work can be done or got done with more 
or less uniform efficiency. With adequate training, more than one per- 
son can display equal efficiency in managing routine business of any one 

23M.C. Branch, “Logical Analysis and Executive Performance’*, in Richards and 
Nidander (eds.), op. dr., p, 246j 
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company. Therefore, only a chief executive, with uncommon innovating 
skill and foresight, can maintain leadership and play liis role clTcctively. 
These are the two attributes of a chief executive which can save. his, com-, 
pany from decadence and obsolescence. Obsolescence ' or decadence is 
possible due to setback in any area, products, markets, .organisation,' 
raw m,ateriais, technology, finance, public and , employee relations,. . etc. 
Obviously, innovation and foresight must embrace the entire field of the 
activity. President Gardiner of the .General Electric rightly considered 
‘The hallmark of leadership as the ability to anticipate the reasonably 
foreseeable needs of tomorrow and beyond tomorrow with at least some 
degree of clarity and confidence'’. 

The subject of leadership is vast and perhaps most controversial. 
There are voluminous works outlining the attributes of good leaders. 
The important ingredients of an industrial leadership are explained 
above. To make the list fairly complete, a single paragraph from Field 
Marshall Montgomery's work comes handy. According to him: 

To be great, to be a person of stature, a person must have character, 
judgment, high intelligence, a special aptitude for seeing his pro- 
blems whole and true — for seeing things as they are without exag- 
geration and emotion — and above all the ability of decision, the 
right decision of course.^® 

Ability to Make Decisions 

Maximum of management literature is devoted to decision making. 
It is ironical indeed that more often than not the emphasis is on tech- 
niques and tools used in the process, and the basic abilities and skills 
required are relegated to the background. Perhaps to magnify impor- 
tance of the various aids, the decision making process is reduced to find- 
ing the best solution to a problem, which is taken for granted. 

The basic abilities and skills have perhaps been obscured by the 
techniques and tools because usually a distinction is not made between 
routine decisions and policy making. In policy making, contrary to 
routine decision making, framing a problem is equally important as solv- 
ing it, A case in point is falling growth rate of a company manufactur- 
ing children’s perambulators. While firm’s executives suggested vigorous 
promotional and advertising campaigns, changes in design, colour and 
other aspects, a consulting firm found the falling birth rates as the 
main reason, and suggested diversification. Thus, to perceive the basic 
cause and mental ability required for that are more important than the 
tools used. 

24Ralph Gardiner, quoted by Morris E. Hurley, op. cit., p. 113. 

25Quoted by Chester Burger, Survival in the F^xecuiive Jungle^ London, Macmillan, 
1968, p. 11. 
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' Since the raaiiv purpose here is to isolate abilities and skills required 
for decision making, it is thought fit to abandon the traditional 
approach and instead resort to psycho-analytical study of the decision 
process. ■ 

It must be understood that decisions are an expression of a mental 
activity and not result of calculations and analysis done by computers or 
any other business machines. Geoffrey Vickers^® calls this mental activity 
'judgmenf . He has adopted dynamic conceptual model which embraces 
entire process and highlights mental skills as against physical aids, tools 
and techniques. In his all-embracing analysis, Vickers observes that a 
problem has to be framed after taking into account casual relationships 
of all inter-linked aspects. Similarly, ‘'each solution proposed by exe- 
cutive judgment is appraised, not merely as a solution to the problem 
which evoked it but also for its impact on other problems which it may 
make easier or harder of solution”. Therefore, the entire system is to be 
viewed in its dynamic form and solution found by what he calls 'optimis- 
ing balancrag’ process. 

The ability to optimise and balance the interactive forces of eco- 
nomic, social, cultural, political, geographical, technological and, above 
all, personal factors depend upon strength of the 'appreciative system’. 
The 'appreciative system’ of an individual is defined as "a set of readi- 
nesses to distinguish some aspects of the situation rather than others 
and to classify and value these in this way rather than that”. It is "a net 
of which, warp and weft are reality concepts and value concepts”. The 
reality concepts include the appreciator’s perception of the existing state 
of system as also its past and future form, the latter linked with various 
hypotheses. The value concepts naturally include those of the colleagues, 
superiors, customers, suppliers, government officials or society at large. 

Vickers asserts that "these readinesses” which form the appreciative 
system"have to be learnt”. He also says "the development of an 
appreciative system... is the inner history of an individual, an organisa- 
tion and a society”. 

It is, of course, implicit that the net of the appreciative system to be 
widened continuously, the appreciator must have flexible and open mind 
and have desire to learn constantly from his own and others’ experiences 
and published matter. 

With this background, Vickers describes the "skills involved in policy 
making”. These are: 

(/) Reality Judgment 

Capacity to comprehend and analyse a complex situation ex- 
tended in time, to assess the outcome of raultiple, causal in- 

<5^ofirey Vickers, London, Methaen| l%i^, 
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teractioiis, to apply appropriate time ' scales, .to conipre- 
lieiid uiicertamties,. most of all perhaps to si,mplify without 
distoilnig by excluding the inessential. ' 

{ii) Instmmentcil Jiiclgment ■ 

The ingenuity which produces apt solutions to the problems 
set by such surveys of 'reality’ calculated to change the pattern 
of expected relationship by responses perhaps never tried 
before. 

(/i7) Value Judgment 

The skill to evaluate or test possible alternatives both against 
ideal and operative norms or standards... or the capacity 
for making value judgments... an activity of the mind, which 
minds similarly endowed can infer from the behaviour and 
communications of others but which they can interpret in the 
light of their own experience. 

One important aspect needs to be clarified at this stage. "The value 
judgments of men and societies cannot be proved correct or incorrect.” 
These can only be 'approved’ or 'condemned’ after the event by exercis- 
ing another value judgment. But decisions taken by policy makers 
involve large-scale commitments of financial human and material resour- 
ces. Therefore, the policy maker must have courage to take the risk 
that is implicit in every decision. All skills without courage are futile for 
the decisions would never be put into action. 

Conceptual Skill 

An attempt has been made in the foregoing paragraphs to explain 
important attributes which should generally be possessed by chief execu- 
tives. Katz^^, however, deprecates the quest for finding specific units or 
qualities of chief executives. He suggests that "effective administra- 
tion rests on three basic developable skills”. This approach, he says, 
"obviates the need for identifying specific traits”. The three basic skills 
according to him, are: technical, human and conceptual. It is necessary 
to define these for the sake of ready appreciation. 

(/) "implies an understanding of, and proficiency 

in, a specific kind of activity, particularly one involving me- 
thods, processes, procedures or techniques... Technical skill 
involves specialised knowledge, analytical ability within the 
speciality and facility in the use of the tools and techniques of 
the specific discipline.” 

{ii) i/i//nan SAri// "is the executive’s ability to work effectively as a 

^’Robert L. Katz, “Skills of an Effective Administrator’', in Richards and Nielan- 
der (eds.), op^ cit., pp. 807-823. 
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group member and to build cooperative effort within the team 
he leads.” 

(///) Conceptual Skill “involves the ability to see the enterprise as a 
whole; it includes recognising how the various functions of the 
organisation depend on one another, and how changes in any 
one part affect all others; and it extends to visualising the re- 
lationship of the individual business to the industry, the com- 
inunity, and the political, social, and economic forces of the 
nation as a whole.” 

Further, Katz brings out relative importance of conceptual skill 
when he says: “at the top level of administration this conceptual skill 
becomes the most important ability of all..* of chief executive may lack 
technical or human skills and still be effective if he has subordinates who 
have strong abilities in these directions. But if his conceptual skill is 
weak, the success of the whole organisation may be jeopardised.” 

Common Qualities 

It might appear queer but, despite the fact that each business of 
industry is different in many respects from others, the principal qualities 
and skills of chief executives of most of them are almost common. Col- 
onel Alan Haemer, Controller of the United States Air Force’s First 
Strategic Aerospace Division, rightly said: “Executives have the same 
qualifications everywhere getting along with people, monitoring them, 
and managing them. The same principles of management hold true whe- 
ther it’s a controller’s section or a paper bag company.”^® 

THE CHOICE 

The words ‘ideologists’, ‘generalists’ and ‘specialists’, though familiar, 
are subject to different interpretations. It is, therefore, necessary to 
define these here before discussing and making the choice of one of these 
species for posts of chief executives. 

Ideologist 

Ideologist is defined in the Random House Dictionary as “an 
expert in ideology” or “a person who advocates a particular ideology”.^^ 
In the context of this article, it is also presumed that the ideologist is 
an ardent supporter of a particular ideology and his mind is i-reoccupied 
with ideological considerations. 


2SQuoted by Chester Burger, cit,, p. 35. 

Random House Diet imary of the English Language f Edition, 
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Specialist 

According to the Chambers’s Dictionary, a specialist is "'one who 
devotes himself to a special subject”.®^ And the verb ‘devote’ ' means 
"‘give up (oneself, one’s efforts) exclusively tO ' a (person, ; purpose or 
pursuit)’\ 

Generalist 

Random House Dictionary of the English Language— College 
Edition— defines a generalist as “a person whose knowledge, aptitudes 
and skills are applied to a variety of different fields as opposed to a 
specialist”.' 

These definitions, and especially the one of a specialist, might 
appear too rigorous to those who are accustomed to their use with loose 
and flexible meaning. True, it is difficult to find pure specialists, 
ideologists or generalists; there is bound to be overlapping of two or 
all the three types in case of an individual. However, no serious dis- 
cussion and a rational decision is possible unless the basic assumptions 
are specified and agreed upon, for vagueness acts as oil to the fire of 
controversy. 

WHO HAS MAJORITY OF QUALITIES AND SKILLS 
A Deviation to Approach 

In the section outlining ‘the approach’ to the article, it was stated 
that a choice would be made after verifying which one of the species is 
likely to possess maximum of qualities and skills necessary to be the 
chief executive. However, while discussing ‘commitment’, it was con- 
cluded that full commitment to the ideology of a party in power was 
not a necessary qualification for chief executives. It was also pointed 
out that ‘neutrals’ should be acceptable and, other things being equal, 
‘sympathisers’ are to be preferred. Moreover, it is impracticable to 
place persons as chief executives only on the strength of their expertise 
in the ideology. Once a quality is eliminated from the ‘deciding factors’, 
the specie of ‘ideologist’, whose strongest attribute is ‘commitment to 
ideology’, automatically ceases to be a contestant. Further discussion 
will, therefore, be restricted to making a choice between ‘specialists’ and 
‘generalis'ts’. 

Nevertheless, as it is felt that, ‘other things being equal’, ‘sympa- 
thisers’ are preferable, commitment remains a necessary quality in this 
limited sense. 

Commitment 

Democracy presupposes such citizens, who make comparative study 
^^Chambers's Twentieth Century Dictionary, 
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of ideologies of different political parties and support one or the other 
on the basis of convictions formed. It is a great irony that school and 
college curricula, except those of economics and political science, do 
not include detailed study of the principal ideologies. Educated people 
remaining/imeducated’ in this vital sphere is, therefore, a common 
feature. 

Individual citizen is left to himself to acquire knowledge of the 
ideologies. Unless one has varied interests and political awareness, 
he forms opinions on the basis of superfluous information. It is but 
natural that technologists and scientists being deeply involved in pursuit 
of one subject or a part of it should neglect the study of the ideologies. 
The generalists on the contrary are more likely to be interested in the 
political systems and ideologies. Therefore, they, and not the specialists, 
are more likely to be committed to a particular ideology. 

Knowledge 

Minimum comprehension in computer technology, applied mathe- 
matics, statistics, economics, psychology, political science, ethics, 
philosophy, history, symbolic logic and other disciplines was considered 
to be an essential requirement of chief executives. 

Having given up tliemselves exclusively to pursuit of a special 
subject or a part of it, specialists would hardly be interested in plethora 
of disciplines. If, by virtue of their position, they are compelled to study 
subjects other than their specialities, many of them are likely to be 
frustrated. Moreover, it is unjust and detrimental to the larger interests 
to compel a specialist to neglect the field of his choice. If, in the 
process, they get separated from the mainstream of developments in 
their fields and abandon or neglect pursuit of their research projects, 
country and society might be deprived of probable discoveries and in- 
ventions of far reaching consequences. 

Therefore, it is not only difficult but socially undesirable to waste 
specialists’ talents on acquisition of 'elements’ of other disciplines. There 
is, therefore, more than a friendly eulogy in what Khushwant Singh 
says about L.K. Jlia, erstwhile Governor of the Reserve Bank of 
India: 

I am convinced that man like Eli Kay (L.K. Jha) should not be 
wasted on administration . . . His real place is in the groves of 
academy. He is like Galbraith; he should be guru rather than a 
Governor or ambassador. 


s^Khushwant Singh, ‘‘The Editor’s Page’ V Weekly of India. 

Fctruary I, 1970, p. 
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' Kliushwaiit Siiigli perhaps drew this conclusion from Galbraith’s 
own following statement: 

„ 'When President Kennedy asked me to go to India as Iiis ambas- 
sador in 1961...! worried, Jest the world were exchaiigiog an irre- 
placeable author for a more easily piirchaseable diplomat/^- 

The generalist, on the other hand, is by the very nature a bee, 
hopping from one subject to another collecting honey of essential 
knowledge. It will be impossible for him to 'give up himself exclusively’ 
to a single subject. He would not take a challenge to unravel a mystery 
pertaining to a minor topic of a subject and devote himself to solving 
that. He would willingly face the difficulties in acquiring at least a 
‘minimum comprehension’ in a hitherto untouched subject. 

Leadership 

Foresight and skill in innovation, besides ability to motivate and 
direct people, are the hallmarks of leadership. Unlike political leader- 
ship, management leaders’ success depends more on the first two factors. 
An unfamiliar meaning of leader is to be to the foremost. Communica- 
tions are revolutionized and information spreads fast. A new technique, 
product, procedure, or anything becomes commonplace very soon. Only 
a person who can exhibit continuous brain power to innovate can be the 
first or a leader and establish leadership of his organisation. 

The importance of this vital skill has not been recognised in India 
due to lack of competition. But with the increasing emphasis on ex- 
ports and fast“growing competition and cost and quality awareness in 
the home market, this skill would be indispensable for chief executives. 
Nothing is more inimical to a country's exports than obsolescence, and 
India cannot be an exception. 

Chief executives must possess foresight and skill in innovation in 
each and every sphere of their enterprise. Continuous improvement 
in marketing, production, financial management, liumaii relations and 
public responsibility, etc., is the only guarantee of overall success of the 
'■enterprise. "" 

It is ail established fact that man cannot import rare insights into 
his work and exhibit innovating skill in any activity without a certain 
degree of knowledge and understanding of basic principles involved. A 
child is considered as a ‘physical entity’ at the time of birth and only 
after he has acquired knowledge and understanding of the various as- 
pects of life that he can take decisions or surprise parents by uttering or 
doing a thing that is uncommon for his age. 

The New Industrial Stale, The New American Libraiy, 1967, 

p. viii. 
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A specialist, with profound knowledge and keen understanding 
in his chosen field, can excel! in innovations in that particular sphere. 
But he would not be able to appreciate readily a proposal for innovation 
in some other subjects. This is obvious but might be difficult to accept. 

If proofs are required, history is full of them. Majority of discoveries 
and innovations in physical sciences have been exploited to wider social 
benefit by men other than their fathers. There are very few examples 
of persons having undertaken production of patented articles or machi- 
nes on their own. Not that they have no desire to do that but the host of 
attendant problems and evils dissuade most of them. 

Generalist, whose /'knowledge, aptitudes and skills are applied to 
a variety of different fields”, can display skill in innovation in all the 
fields. It can be argued that generalists, who happen to occupy high 
positions and wield authority and power, merely borrow and at times 
steal ideas and proposals of others and present as their own. In other 
words, they lack originality. 

It might shock readers to know that Barnard, 'a leading authority 
on management/ considers the above mentioned 'drawbacks’ as ‘virtues’ 
to be sought in ‘a good leader in industry’. He writes: 

The good leader in industry may sometimes give the impression 
that he is 'a rather stupid fellow, an arbitrary functionary, a 
mere channel of communication, and a filcher of ideas’. In a 
measure this is correct. He has to be stupid enough to listen a 
great deal, he certainly must arbitrate to maintain order, and he 
has to be at times a mere centre of communication. If he used only 
his own ideas, he would be somewhat like a one-man orchestra 
rather than a good conductor, who is a very high type of leader.^*^ 

The difficulty, says Barnard, is to find people who have these quali- 
ties, who are ‘properly’ stupid, effective channels of communication 
and capable of stealing the right ideas. It is anybody’s guess if any 
specialist would ever endeavour to cultivate these strange virtues. 

As far as the second and more common leadership aspect of 
'motivating and directing people’ is concerned, the following quotation 
from the Taoist scripture of Clima renders any detailed discussion 
superfluous. 

The best soldier is not soldierly; 

The best fighter is not ferocious; 

The best conqueror does not take part in war; 

The best employer of men keeps himself below them; 

33CJ. Barnard/The Nature of Leadership**, quoted by J A.C. Brown, Social 
Psychology of Industry ^ f 225. 
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This is called the virtue of not contending; 

This is called the ability of using 

The judgment was delivered against the specialists five or six hundred 
years before Christ, which has maintained its validity till today. 

Ability to Make Decisions 

Decision is an expression of mental activity which Vickers calls 
'judgment’. Whether a person’s judgment is sound or otherwise is 
determined by the breadth and depth of his 'appreciative system’. 
The appreciative system must be wider and deeper when decisions on 
problems in many different fields are to be taken by the same person. 
A chief executive has to take important decisions on current and anti- 
cipated problems pertaining to variety of different fields, like marketing, 
procurement, production, finance, government regulations, labour 
relations, etc. His 'appreciative system’ must, therefore, have widest 
range of dimensions possible! 

Each problem has numerous solutions and every solution is fraught 
with varying degrees of risk. Often a delightfully ideal solution to a 
problem has to be abandoned due to the difliculties it creates in other 
fields. Therefore, while taking a decision, a chief executive has to consi- 
der 'the business whole and true’ and then use ‘optimising-balancing’ 
technique. 

McCalfrey says "the specialist usually does not see overall effects 
of the business and so he tends to judge good and evil, right and wrong, 
by the sole standard of his only speciaiity.’'^^ Pamp also observes: 
"The exclusively technical or scientific man is on a tennis court as com- 
pared to the generalist who has the added dimensions more like those 
of a squash court available to him. The latter can get the ball of deci- 
sion bouncing off more walls.”^^ 

Other skills required in decision making, viz., innovation, predic- 
tion (foresight) and valuation were considered in the section on ‘leader- 
ship’. In those cases, as in the present one, generalists 'win over the 
specialists. 

This conclusion can be readily appreciated if the working of 
judiciary is carefully studied. The High Court and Supreme Court 
judges deliver judgments on matters of far more importance and conse- 
quences than chief executive of any company. Study of laws is nothing 
more than background information to these judges. Before they can 
apply the provisions of law, they have to sift innumerable true and 

a^Quoted by J.A.C. Brown, op. cit., p. 225. 

35John L. McCaffrey quoted by Frederic E. Pamp (Jr.), "Liberal Arts as Training 
for Business’\ in Richards and Nielander (eds*), op. cit.^ p. 896. 

mbid., p. 90i. 
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alleged facts from many. fields and^ 'subjects. A judge of High Court or 
Supreme Court, during his tenure, presides over, cases covering the 
entire sphere of human activity. Also, in each case, . both sides put 
forth arguments that are full, of complexities covering various , fields. 
A murder , case alone ,may involve psychological, medical, ballastical,' 
social, technological, scientific and, above all, fictitious factors. It is 
possible for them to pick up the relevant facts and evaluate the.m as 
accurately as possible not because they are specialists in law but by 
virtue of highly developed mental skills required for judgment. The 
judges are perhaps the leaders of the species called generalists. 

It is amazing that those who consider a generalist chief executive 
incapable of taking sound decision in technical matters, are perfectly 
satisfied with the appointment of a High Court or Supreme Court judge 
to enquire into an aircraft accident or causes of breaching of dams, 
though he is a highly non-technical person. Public and, more often 
than not, experts, accept his judgment as just and sound. There is, 
therefore, no doubt that only generalists can take a sound decision in 
the matters involving a number of fields. 

Generalists Win 

It is then obvious that generalists possess maximum qualities and 
skills required to be a chief executive. This problem was studied 
pkicolly hy Dim* s Review of Modern Industry which surveyed the 250 
largest corporations of United States of America and concluded: 
*‘Yoiir chances for promotion are best if your speciality is general 
management . . . This was the largest single source of Company Presi- 
dents'h**^ And, finally, if specialists or their protagonists feel elated 
because Dun's Review recommended ‘specialists’ in general manage- 
ment for higher promotion, the other side should delightfully concede 
the victory to them. 

THE EVIDENCE 

It has been pointed out in the preceding paragraph that in USA, 
majority of chief executives were generalists. The outstanding exam- 
ples can be cited in support of this conclusion. 

In an article titled “Charles Wohlstettefs Many Careers”, published 
ill the Business Week, the editors wrote: “He has acquired as many 
careers as some men have neck-ties.”^^ Can he do justice to so many 
careers? The Business Week editors would confidently reply in affir- 
mative. They further observed: “To all his various endeavours Wohl- 
stetter brings a characteristic desire for expertness .. . He is amazingly 

s’^Chester Burger, op. cit., p. 229. 

38“Charles Wobistetter’s Many Careers”, Business Week, August 30, 1969» 
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knowledgeable ... He is proficient in so many areas, and not slipshod 
in any of them." 

Clarence Randall is described by Sheehan as “Statesman from 
Steel''^'’ because, before Eisenhower appointed him as Chairman of the 
all important Commission on Foreign Economic Policy, he wa.s Ciiair- 
man of the Board of Inland Steel of Chicago. 

Randall’s entry into the Inland Steel, Chicago, is perhaps the most 
dramatic appointment of a senior executive. As undergraduate, he 
had studied History and English and graduated from Harvard Law 
School. He had e.stablished himself as a competent attorney at law and 
had no desire to change career. But the events took a strange turn 
and: 


Out of the blue one day in 1925, Randall recei ved a letter from 
D.P. Thompson inviting him to come to Chicago to discuss a job 
that was open at Inland Steel. Randall knew next to nothing of 
Thompson or his Company. He made the call . . . P.D. (Block, 
the President) asked Randall only one question . . . ‘Do you think 
you can run an iron mine?’ To which Randall answered, ‘Yes, 
Sir’. P.D. explained that they were not looking for a lawyer as such 
(he would, in fact have to close his law books) but an across-the- 
board assistant to Thompson who was in turn assistant to the 
President. 

With one question and a two word answer ‘"at thirty-four, Randall, 
who surely had the equipment to become one of the country’s great trial 
lawyers, became an industrialist instead’’. He rose to the chairman’s 
position in Inland Steel and later on a successful statesman. This is 
perhaps the soundest testimony to generalists’ ability to manage engi- 
neering enterprises. 

Unfortunately, outside the USA, attention is not paid to writing 
biographies of successful executives. But any research on tlie lines of 
Dun’s Review would yield the same results. Marsh, Director-General of 
the British Institute of Management, said: 

In effect, a functional manager was a specialist and the higher he 
aimed at in his career the more he would need to drop his specialist 
outlook.'® 

This, as observed earlier, is difficult and also detrimental to larger in- 

Robert Sheehan, “Clarence Randall: Statesman from SteeP', The Art of Success, 
Bombay, The Times of India Press, pp. 21-33, 

Marsfi’s address at “Seminar on Management Development Policies’’, 
organised by Delhi Management Association, The Economic Times, October 24, 1969. 
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terests. Instead, it is better to have 'specialists’ in- general management. 

Examples of Soviet industry are often quoted by protagonists of 
'specialists’. According/ to Richmanf "Soviet industrial enterprises 
are managed primarily by engineers. It is estimated that 90 per cent 
or more of all enterprise, directors are engineers by training”. ' This is, 
however, deceptive because the functions of director of Soviet enterprises 
are not as iiiultifarious as those of chief executives in India or other 
non-communist countries. The Soviet enterprise director is not burden- 
ed with uncertainties of sales, financial resources nor would he be bother- 
ed about labour problems of our types. "Recessions and depressions 
would hold little fear” for the Soviet manager. Richman clearly states 
that the Soviet enterprise director "would be chiefly concerned with 
meeting production quotas established in advance”. This is the job 
equivalent to our production managers and, even in India, majority of 
companies appoint engineers in this capacity. 

THE LIMITATIONS AND REMEDIES 

Though analytical and empirical research brings us to the conclu- 
sion that generalists are more suitable to be chief executives, the choice 
is not without limitations. It will be vain to build an image of 'ideal 
chief executive’ because we cannot ‘fabricate’ men identical to a ‘moder. 
Life is full of compromises and it is futile to pursue the 'ideal’ in the 
sphere of management. It is, however, possible to minimise the ill- 
effects of the compromise by remedial measures, the major three among 
these measures are discussed below: 

Frustration Amongst Specialists due to Loss of Status 

Somasuiidaram quoted Sint. Indira Gandhi’s views expressed in her 
convocation speech at Roorkee University in support of his call for 
better deal for technologists. Smt. Gandhi had said: 

It is odd that the greatest doctors and engineers in the country, 
who would be rated as the leaders of the profession and who save 
lives or add permanent assets to the nation, can rarely hope to 
receive the pay or status of Secretaries of Ministries. The brigh- 
test of our youngmeii and women choose engineering and medicine. 
If they happen to go into Government, they are very soon overtaken 
by the General Administrator.^^ 

This is a very precise diagnosis of the frustration amongst doctors, 
Barry M. Richman, op. ait., p. 58, 

‘^-Indira Gandhi's convocation address to Roorkee University, Engineering Times 
August 15, 1969. 
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scientists and technologists. But the remedy of planting these people 
as the heads of public sector undertakings and departments is a quack- 
remedy. 

Firstly, the status of a specialist is determined not by power or 
authority he wields but by the influence his professional eminence exer- 
cises and the respect it commands. Knowledge is a great power and if 
it is really there even most arrogant would not help bowing before the 
possessor. 

Secondly, the disparity in the pay of heads of undertakings and de- 
partments and other executives can be remedied by rationalising pay 
structure. It is a sign of perversity to plant a favoured group at highly 
paid jobs and push the present occupants down to lower pay scales. 
After all, as Thayer observes, there are classas in a classless society of 
Russia. He also says: “Sharing the privileged status of the party leaders 
and government ministers— though not their power— are a handful of 
senior scientists, writers, artists and top generals, many of whom are 
highly paid”. '® There is nothing that prevents the government from 
changing the entire pay structure instead of changing designations so that 
a group earns higher salaries. 

Generalists’ Lack of Expertise Delays Decisions and Causes Losses 

Yagnik, a Member of Parliament, commenting on Somasundaram’s 
letter, said: 

It is a matter of deep regret to us that many of our big public 
undertakings have been incurring losses even after the first few years 
of their infancy were over. I have no doubt that it is due to the 
appointment of IAS officers who knew hardly anything about engi- 
neering technology and who have been appointed to manage huge 
undertakings. And competent engineers and such expert staff 
are compelled to serve under these high and mighty ignorant 
bosses.'" 

In the first place, the IAS Officers are not solely responsible for 
losses of public undertakings; there are many more reasons for that. 
Yagnik and those who share his views would be perfectly satisfied if a 
High Court judge were appointed to enquire into an air-crash with the 
help of expert assessors. There they value the mental ability called 
judgment more than knowledge of aeronautical engineering. 

However, it cannot be denied that lack of expertise on the part of 
chief executive might at times be a hindrance to progress of an under- 

^^charles W. Thayer, “Russia”, New York Times, 1961, p. 102. 

44Indulal Yagnik, letter published in Engineering Times, October 1, 1969. 
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taking. But it is presumptuous to say that appointment of an engineer- 
ing .wizard would solve the problem for it needs expert knowledge of 
marketi,iig,, ' finance, human relations and many other disciplines to run 
an e,ngiiieer!ng or any other type of enterprise. The right remedy would 
be to shift power fro,m individual to the executive committees consisting 
of experts from various ■ fields. A committee is. an effective method of 
bringing the collective knowledge and judgment of a number of people 
to bear on a problem. "Group thinking’ is an integral part of Ameri- 
can business management, though chief executive has veto power. All 
would readily agree with Galbraith when he says: ""Decision in the 
modern business enterprise is the product not of individuals but of 
groups,’’’'^'"' 

A long-term remedy to this problem is to overhaul the education 
system. As Timken says, even the American ""advanced education 
system lends to develop two completely different kinds of individuals. 
The technical curricula have over concentrated within tlieir disciplines, 
and the n on-technical curricula iiave stayed as far away as possible from 
anything even bordering on the technica!.”^^^* 

If the humanities and liberal arts students so desire, they can cer- 
tainly acquire "rainimuoi comprehension’ of teclinical subjects and vice 
versa; many individuals have acquired expert knowledge of both the 
worlds. 

Deviation of Operation of Enterprises from Ideological Objectives cannot 
he Located and Rectified Promptly 

Since full commitment to the ideology of the party in power is not 
considered a necessary qualification and ideological "neutrals’ have been 
recommended for appointments as chief executives, it is likely that 
operation of enterprises may not be fully in conformity with the ideologi- 
cal and social objectives. The central agencies and Ministers might find 
it diificult to correct the "deviant course’ of an enterprise due to time lag 
in noticing the "shift’. 

It should be remembered that such a disparity between policies and 
practice is inevitable to a certain extent notwithstanding the degree of 
commitment of chief executives to an ideology. Even in the Soviet Union, 
where enterprise directors are "almost always’ members of the party, 
""every industrial enterprise has a communist party committee” which is 
entrusted with the tasks of ""motivation and education of personnel, 
human relations and various social issues. 

There is no reason why such committees of MPs, MLAs and other 

Galbraith, r//?. C7V., p. 76. 

Timken (.Tr.), ‘*Can Non-Technical Executives Successfully Direct Engi- 
neers”, 77 k^ /aw// November 1969, p. 30. 

"Barry M. Richman, op. cit^, p. 220, 
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promiiient party members cannot be formed to re view., operations of 
enterprises periodically. It is, however, essential that these ■ coininittees 
are strictly in advisory capacity and are not allowed to interfere with the 
routine business, otherwise the drawbacks' of the Soviet system of Miial 
authority’ would hamper the operations due to constant ■ tussle. Thayer 
says: 

On every level of Government from the Council of Ministers to the 
lowest factory board, the party representative upholds first and 
foremost the political point of view for which he has been trained. 
His counterpart on the other hand — the minister, the manager, the 
engineer or the scientist — is primarily concerned with tecimical 
operation... there always remains the possibility of friction between 

CONCLUSION 

And so we see that steering an enterprise clear of technical, natural, 
social, political, economical, psychological and above all ‘personar obs- 
tacles to the goal, is a complex process. It demands chief executive with 
versatility, resourcefulness and agility. Naturally both, analytical 
and empirical approaches lead us. to the same conclusion that only 
‘generalist’ can meet the tests of ‘general management’. Undoubtedly, 
the choice is not ‘perfect’ but definitely ‘the best’ under the prevailing 
circumstances. The evils of imperfection in this case are not beyond 
remedies. 

Generalists are a vital and undying species and even in this era of 
‘specialisation’, ‘jack-of-all-trades’ has an important place. If he has 
secured it by ‘specialising’ in ‘general management’ that is a testimony 
to his executive skill. He knows only too well tliat “If you can’t win 
them, join them”, this is called the ability of using men — the secret of all 
successful souls. O 


'isCharles W. Thayer, op. cit.^ p. 52. 
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Workers' Participation in 
fVlanagement of Poblic 
Sector Undertaking* 

Diparskar Sarkar 


W ORKERS’ PARTICIPATION in iiianagement of enterprises, both 
in the public and private sectors, has been a controversial subject 
which has been under discussion and experimentation for quite some 
time* In this article the subject is proposed to be discussed in the con- 
text of the public sector undertakings of the Government of India, 
especially those which are industrial production units. 

Results of the operations of an undertaking are dependent on the 
various inputs which go into the operations* The most complicated 
among the inputs is the manpower, because men are not an inert sub- 
stance, like machinery, materials or money, which can be used, abused 
or misused in any manner. In a country like ours, which is wedded to 
democratic socialism, the workers have become conscious of their well- 
being as well as their importance. In the present day conditions in this 
country, the establishment in any undertaking, and a government under- 
taking in particular, can no longer be changed by the management at will. 
The workers become a permanent acquisition of a government under- 
taking and, therefore, their existence and aspirations can hardly be 
overlooked by the management. If some excess material is procured or 
excess, capacity is created on account of faulty planning, there is scope 
for correction by way of disposal of surplus materials and capital equip- 
ment* Such a freedom does not- exist in the area of human resources in 
the government undertakings and, therefore, the all available manpower 
will have to be put to the best use in order' to secure the most optimum 
results. 

The objective of workers’ participation in the management is to 
derive maximum benefit from the manpower input, by ensuring better 
cooperation from the workers and more harmonious relations between 

*From Indian Journal of Public Vol. XIX, 1973, No. ,1 

pp. 40-53^ 
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the nianagemeiit and the workers. In a developing economy, capital and. 
material resources are scarce and the demand and necessity of the end- 
products to be produced by utilisation of these resources .is very high. 
The public sector undertakings are expected to reach commanding 
heights ill the country's economy and for this purpose, large amount of 
taxpayers’ money, as well as the country’s foreign exchange resources, 
have been invested in these undertakings. The unsatisfied demand 
accentuates the inflation spiral and the vicious circle of cost of living 
chasing the wage level and the latter, in turn, chasing the former, 
continues. This throws the planning process out of gear and brings in 
its wake all round misery by arresting the country’s progress towards 
development. In this context, importance of finding out the style of 
management of public sector undertakings, which will secure the best 
efforts from their human resources and thereby the best utilisation of the 
nation’s capital and material resources allocated to these undertakings, 
hardly needs any emphasis. 

FACETS OF MANAGEMENT 

When we talk of management from the point of view of workers’ 
participation therein, it is essential to keep the entire function of 
management in view. The management function is not confined to 
decision-making only, as is commonly assumed, but its horizon is much 
wider than making selection from alternative choices. The basic ingredi- 
ents of management can be divided into the following four broad 
categories: 

(i) Planning, decision-making with reference to the past expe- 
rience, the present situation and the anticipation regarding 
the future. Planning is, therefore, an embodiment of the past, 
a product of the present, and a prophet of the future. The 
alternatives available, the cost of such alternatives in terms of 
inputs and the results expected from each alternative, are 
analysed and the best alternative is chosen for achieving the 
maximum output at the minimum cost. 

{//) Organising, i.e,, providing the requisites for execution of the 
plan by making available the right kind of men, materials, 
machinery, money and organisation at the right time and at 
the right place. This calls for action on the part of manage- 
ment for in advance of the stage of actual operations. 

(///) Controlling, i.e., ensuring the actual utilisation of the resources 
according to the plan when the plan is under execution, so 
that any deviation or shortfall from the plan can be set right 
by taking corrective action on a concurrent basis. This consti- 
tutes the day-to-day function of the management. 
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' (iy) Moiivaiing, i.e,, providing the 'necessary leadership to the 
human clement involved in production so that the employees 
. are inspired to achieve higher results. Such motivation should 
not be ill abstract form, drawing' upon the good qualities of 
human' nature, like patriotism bringing forth the , highest 
sacrifice in a battlefield. It should be mstitiitionalised, by 
' appropriate . management action which rewards the efforts 
through ■ benefits, monetary or otherwise, which should not 
, only compensate in a satisfying manner the efforts already put 
in, but also promise higher benefits for still better results. 

The participation of the workers in management, in order to be 
s'liccessfiil,.; will , liave to cover, the entire gamut of; management as. 
described above, instead of confining its scope to 'anyone or the other 
of the individual facets. The extent to which workers can take part in 
various aspects of management has not been studied in depth in our 
country and various opinions are prevalent in regard to the capability 
of workers to participate in planning, organising and controlling opera- 
tions. Even when it is conceded that workers can be effective in all the 
above mentioned three areas, the last area, viz,, in the matter of motiva- 
tion, the workers’ possible contribution has been generally overlooked. 
Rather, it has very often been thought that the participation of workers 
in planning, organising and controlling will automatically lead to the 
necessary motivation. The fact, however, is different, because motivation 
itself is gradually becoming more and more important function of 
management. Various sophisticated tecliinques have been developed in 
respect of planning, organising and controlling operations, while the 
field of motivation is still to be covered by intensive research into the 
various aspects of human behaviour. In many government undertakings, 
it is the motivation which has been seriously lacking and the manage- 
ment lias not been found equal to the task of carrying the workers with 
it. As a result, in spite of all the huge investments, the desired results 
are not coming forth. 

STEPS TAKEN SO FAR 

The first step towards involving the workers in the management pro- 
cess started when a study group was".co.nstituted in 1956 to ,ex.am„me the 
systems of workers’ participation, in- management in Europe. This .study' 
group recommended the settingup of Joint Management Council wherein 
the workers will get an opportunity to participate in management. This 
subject was thereafter discussed in several conferences and seminars in 
1957 and 1958 and then the constitution, functions and responsibilities 
of the Joint Management Council were decided upon. Such Joint Manage- 
tjient Councils were set up in a few undertakings, both in private as well 
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as public sectors. A study of the working of these councils has revealed 
that the objective of joint management has, been hardly achieved. 

The failure of the Joint Maiiage.ment Council has been, due to a lack 
of understanding of the basic intentions both on', the ■part ■ of the 
management as well as the ' workers. The management side jealously 
guarded their right of management and wanted to keep the workers only 
informed through the council. They did not see that it was not enough 
to discuss with or consult the workers before taking decisions, since that 
did not really involve the workers in the management process. The 
workers, on their part, mistook the Joint Management Coiiiicii as 
another platform for collective bargaining. They did not realise that 
collective bargaining was the job of the Trade Union whereas in the 
Joint Management Council they were expected to take part in the 
management process, which was not confined to personnel management 
only. This lack of understanding of the concept of joint management 
on the part of both the management and the workers has mainly contri- 
buted towards the failure of the Joint Management Council. 

The next step, which has been taken by the government in order to 
associate the labour with the management of goveniment undertakings, 
is through nomination of a prominent trade union leader as member of 
the Board of Directors of the Undertakings. It is doubtful whether this 
step has contributed significantly towards securing the involvement of 
workers in the affairs of the undertaking. The Labour Director, with his 
pre-occupation with the trade union movement in the country, naturally 
looks at problems against that wider context and thereby becomes some- 
what removed from the realities of situation in a particular undertaking. 
The Labour Director, mo doubt, appreciates the managerial problems in 
their true perspective but his basic loyalty to the trade union movement 
very often inhibits his opinion and action. Also, it is not always possible 
for him to function as a channel of communication between the top 
management and the workers or to act as an arbitrator between the two 
parties since he has to function under severe constraints. Such cons- 
traints become more acute when there is a difference in a trade union’s 
affiliations between the Labour Director and the workers' union in a 
particular undertaking. 

The next step which has been contemplated by the government is 
nomination of a worker of an undertaking as a member of the Board of 
Directors to provide representation of the workers at the highest level 
of management. The scheme for appointment of worker-directors in the 
public sector undertakings is briefly described below. 

There should be a duly recognised workers’ union in the undertaking 
and the office-bearers of the union should be predominantly workers of 
the undertaking. The relation between the management and the 
recognised union should have bi^en cordial, that is there should be a 
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tradition of mutual, settlement of disputes. The recognised union should 
sponsor, names: from anio.ngst the -.workers of the undertaking for 
.appointment ' as director. In the case of multi-unit, undertakings, the 
workers’ representative in the central board of management may be 
selected by rotation from each unit, provided each such unit has a recog- 
.iiised union... . ■ 

Election of workers’ representative for nomination as director has 
not been favoured and the selection of worker- director is SGught to be 
made from a panel of three names suggested by a recognised union. The 
workers to be included in the panel should have attained the age of 25 
years with a minimum service of 5 years in the undertaking. No disci- 
plinary action should be pending against the workers at the time of their 
appointment as director and they should not be persons who would 
attain the age of superannuation during their tenure of appointment as 
director. Although no minimum educational qualification has been 
prescribed for workers to be nominated as director, the workers are ex- 
pected to have adequate knowledge and experience of working of the 
industry and of the employer-employee relationship. 

The worker-director should continue to be a worker on the shop- 
floor during his tenure as director and be subject to the normal discipline 
applicable to any other worker. The worker-director will, however, be 
entitled, in addition to his remuneration as a worker, to the fees and 
allowances admissible to other part-time non-ofiiciai directors of the 
undertaking. 

The appointment of a worker-director should be for a period of 
two years which can be extended for a further period of two years 
provided the worker continues in employment and the union which has 
nominated him continues to be recognised. The worker-director will 
cease to hold office before the expiry of the full term, if he ceases to 
be a worker or if the union nominating him ceases to be recognised. 
If recognition is withdrawn from one union and is accorded to another 
union, the newly recognised union will be called upon to furnish a panel 
of workers for selection of the worker-director. 

This scheme of worker-directors has been proposed to be tried 
initialiy in one or two public sector undertakings, other than defence 
and strategic undertakings, where the undertaking does not have multi- 
ple units and multiple trade unions. 

The efficacy of the scheme of nomination of one or two worker- 
directors in the Board of Directors is still to be assessed. Although it 
is a welcome step towards worker’s participation in management, it is 
apprehended that the scheme is not likely to achieve the desired results. 
This is because the worker-directors will constitute a small minority in 
the Board of Directors and cannot, therefore, be expected to carry the 
entire Board along with them in all cases. It is possible that the worker- 
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directors will only try to champion- the cause of the workers, in the 
Board, leaving; the other areas of management to. the rest of the Board. 
If such, a partisan, attitude is displayed, it is inevitable tliat their views 
will be mostly overruled^ by the majority decision in, the. -Board. This 
will relegate- the function of the worker-directors to a very iiiieiiviable 
situation ' where they can at the most record dissenting- note?i i'li the 
proceedings of the Board of Directors. Outside the Board,, they will 
have to face the workers who will not easily understand tlie intricacies 
of the Board’s problems and responsibilities and it will be a job for 
them to explain their inability in the matter of realisation of the 
workers’ demands in spite of remaining in the Board of Directors. 
This is bound to .lead to a sense of frustration not only amongst the 
worker-directors but also the workers in general and create a situation 
where the workers and the union may not be willing to participate in 
the process of management through nomination of one or two worker- 
directors in the Board. It will be soon realised that such functioning of 
worker-directors does not deliver the goods, as expected by the workers, 
but they become involved in the management and thereby become 
responsible, at least in a way, for the results of the operations. It is, 
therefore, doubtful if the nomination of worker-directors in the Board 
of Directors will lead to any better understanding or more harmonious 
relationship between the management and the workers of public sector 
undertakings. Even if it leads to some improvement in the sphere of 
industrial relations by establishing one more channel of communication 
between the management and the workers, it is not likely to make a 
significant contribution towards better motivation of the workers. 

A BRITISH EXPERIMENT 

It may be worthwhile to mention here the experiment made in U.K. 
by inclusion of iioii-managerial employees as members in the board of 
directors. The 'shop-floor to Boardroom’ experiment has been made 
ill the British Steel Corporation which is a nationalised undertaking. It 
was decided to give representatioa to the employees up to and including 
the level of assistant department head in the Board of Directors of this 
Corporation. Thus all employees, except the uppermost one per cent of 
the total strength of about 270,000 employees of the Corporation, were 
to be represented. Out of 120 nominations from the trade unions, the 
Trades Union Congress selected about 30. Thereafter, the Company 
and the Trades Union Congress made a final selection of 12 directors on 
the four group boards of the Company. The group boards were later 
reorganised into six product divisions. 

The 1 2 men nominated to the Board of Directors were drawn from 
various categories, like shop workers, clerical grades, supervisors, techni- 
cians. etc. They were considered representatives of the major trade 
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unions in the industry. One thing they all had in common was consi- 
derable experience' as trade union ojfficers. Quite a few of them had 
important roles in local community activities. 

The 12 persons were appointed for a three-year term. They coiitinued 
ill their regular jobs but enjoyed the same status and conditions as other 
directors. They were, however, required to resign from trade union oflices 
held by them. To start with, these directors served on group boards, 
other than those governing the groups in which they worked, but this 
policy was changed later on and the worker-directors were allowed to 
serve on any of the group boards. 

The worker-directors were given an intensive 5-week training on 
the problems and policies of the Company as a whole, as well as genera! 
economic problems and they were also made familiar with the usual 
management techniques and procedures. The worker-directors were 
asked to assess their roles after about 9 months in a one-week seminar 
and it was decided that job description would be laid down for the 
worker-directors, setting forth their specific reponsibilities as directors. 

It has been felt that the worker-directors have made a useful con- 
tribution in management and have been able to highlight the overall 
point of view of the labour force. 

ATTITUDES OF WORKERS 

Participation of workers in management of public undertakings, 
in whatever form it is practised, will not lead to any positive result 
unless there is a change in some of the prevalent basic conceptions and 
attitudes of the workers of such undertakings. 

The first misconception relates to the exact character and role of 
the public sector undertakings. The worker does not distinguish bet- 
ween a government undertaking and a regular government department. 
The input-output relationship in the regular government departments is 
not very apparent to the minds of the general public, nor the objectives 
of the different arms of the government are clearly understood by the 
public. This nebulous idea about the functions of the government is exten- 
ded to the government undertakings since the undertakings belong to the 
government. That a government undertaking has got a role distinct from 
the functions of the goveriiment is totally overlooked and the activities 
of the public sector undertakings are thought to be like those of a 
regular government department. Since the output of the government as 
an administrative or welfare agency cannot be comprehended in its 
entirety by the worker, he assumes that the government undertakings 
also are not required to produce any quantified results. 

The next misconception is regarding the role of the government 
as the owner and employer of a government undertaking. It is not 
realised that the government, as the owner of a public undertaking, has 
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a very sped.fic. and limited objective and responsibilities in t'he matter of 
riioniiig a. particular undertaking. It is thus confined to provision of 
goods and services a particular field, on commercial principles. As. a 
result, employees of public sector undertakings confuse between the 
governments role as the' owner of the undertaking and the government's 
role of governing the country. This thinking' amongst the 'workers of 
the government undertakings leads them to identify themselves with 
regular government servants and look for the various safeguards and 
benefits associated with service in government departments. It is, how- 
ever, forgotten that the regular government servants are also governed 
by the various rules and codes imposing on them various obligations 
and restrictions. 

Another aspect is that the government, being the owner of all the 
public undertakings, is taken as automatically responsible for ensuring 
parity in the matter of wage and benefits between all the undertakings, 
especially those located in a particular region. What is overlooked in 
this connection is the fact that each government undertaking, engaged 
in a particular activity, has its own distinct capacity to generate sur- 
pluses, both in regard to the quantum and the time cycle. The economics 
of each industry is different and a public sector undertaking in any 
industry is subject to the laws of this economics. In fact, a Steel Plant 
in the public sector has got more things in common with a steel plant 
in private sector rather than with a chemical industry in public sector. 
Each government undertaking has, therefore, its own distinct capacity to 
provide wage and other benefits to its workers and it is not possible to 
maintain absolute parity between all the government undertakings in 
this matter. But the position unfortunately is that the best of everything 
is expected by the workers in public undertakings. For example the 
workers in a public sector steel plant will no doubt expect the remunera- 
tions and benefits as per recommendations of the Wage Board for the 
steel industry but will not, at the same time, refrain from demanding 
parity with another government undertaking engaged in a diflerent 
branch of industry, if some things are more favourable there. They may 
also agitate for parity with regular government employees if the Pay 
Commission or government happen to give to the government servants 
benefits at a higher level in some area. 

Many of the public sector undertakings have been set up/with a view 
to providing the infrastructure for industrial growth and have been 
located in particular areas for balanced development of the different 
regions of the country. It is but natural that the government will be 
guided by such extra-commercial considerations in its decision regard- 
ing the public sector undertakings. The government, in its principle of 
functioning as an ideal employer, provides many social benefits to the 
employees of the government undertakings. But the exact character of 
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these measures is, more often than not, misunderstood by the workers 
of goveriiiiient undertakings. Just as citizens of the country expect the 
services of the goveniment as, a matter of course and become indignant 
if siicli services are non-existent or inadequate, the workers of the, public 
iiiidertakings also expect the benefits from the employer as , a matter of 
course and they come to believe that they are, only at the , receiving end 
of .the benefits with no obligation of giving any .return to, tlie' employers. 
This thinking has led to various .demands in matters of housing, educa- 
fioii, medical benefit, etc., being pitched at a very high level. 

A job in a government undertaking is often viewed as a ‘womb-to- 
tomb' insurance for. the worker 'and his family. Workers of government; 
undertakings cannot and. should not claim .higher benefits, from the 
government, as a government and not as the owner of an undertaking, 
in comparison to the citizens at large in a country. As an illustration, it 
can be mentioned that if primary and middle school facilities are pro- 
vided in the township of a government undertaking, the government 
acts there as a benevolent employer and the workers cannot expect the 
government to cater for higher education also, because it is the obliga- 
tion of the state government to provide such fiicilities to the entire 
community including the workers of the public undertakings. Incident- 
ally, there is often an attitude of apathy or indifference on the part of 
the State Governments arising out of the thinking that the government 
undertakings, being properties of the Central Government, do not 
cast any obligation on the State Government regarding civic and social 
amenities. 

Another misconception which is prevalent among the workers is 
that the government should be concerned with the welfare of the em- 
ployees of the undertakings and not the efficiency of the enterprise. For 
example, optimum man-power for maximisation of production and pro- 
fits is not recognised as a necessity in the case of a public sector under- 
taking and it is thought that such undertakings should provide more 
and more employment opportunities to the community without any 
regard to the economics of operarions. If, as a result, the undertaking 
goes into the red, the deficit should be made good from the exchequer 
and the undertaking should continue to operate even if it is not econo- 
mically viable. In this respect, the private sector iindertakings are in a 
slightly better position as their workers have the awareness that econo- 
mic health of the undertaking should not be so disturbed that the 
undertaking cannot survive. But there is no such feeling amongst the 
workers of the government undertakings who assume perpetuity of 
the government undertakings just like the government itself. 

TRADE UNIONS IN PUBLIC SECTOR UNDERTAKINGS 

It is also necessary to look into the trade union movement in the 
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public sector iiiiderkings. As is,kiiown5 the trade iiiiioii mevemeiitj in the 
country' as a whole, is, yet to come to total niatiirity .but the trade union 
nioveiiient ill government imdertakings- has developed certain' peculiar 
features. ■ 

The trade union leadership in public -sector su:ffers .from uiKist 
misunderstandings and wrong impressions whicli.' have .been discussed 
above and these are reflected in the 'various, demands made by tlieni. As 
..already . mentioned, the demands for wages and be-nefits are very o,fteQ 
based on the highest available in government, .public sector and p,rivate 
sector. Similarly, the benefits in kind are demanded on .the basis of 
govenimeiit’s role as a welfare State rather than , as ow:ncr of a com- 
mercial imderta'king. There are instances ''where a, trade, 'uiiioii lias agitat- 
ed for impleriientatioii of the Wage Board reco'mmendalioiis and later 
also asked for benefits, awarded by the Pay .Coniniission,, wlicrever these 
were more as compared to that ■ of' the :. Wage Board. Demands have 
also been made without any '.reference to '.the' ecanomics' of the. opera- 
tions and the norma! commercial principles of running an industry.' ■ 

, Unlike in p,r.i.vate sector, the trade ''unions do not have to , face, the 
problem of workers, being a.ffectedby job .insecurity .or. by di.sco:nt.muanc,e 
of the Establishiiient. itself. There.' is ..an' implicit conviction - that the 
government is obliged .to run .the establishment whatever be the cost 
and the output. Tliis has made the 'trade-' union leadership comparatively 
irre.sponsible in the pub.lic- sector. 'Cases aremot wanting where a govern- 
ment undertakiiig has come to the verge of disaster on account of 
unreasonable and uncompromising attitude of the trade unions and 
their leaders. 

The trade unions are under the strong influence and control of the 
political parties. The political turmoil, therefore, has its inevitable 
impact on the trade unions and their activities. The Central Government 
undertakings have been treated in many places as local symbol of 
authority of the Central Government and agitations have been launched 
by trade unions on regional or political issues directed against the 
Central Government, although the government undertakings,, in their 
own operations, do not have even the remotest connection with such 
issues. There have been cases where demonstrations have been held by 
trade unions against top management of a government undertaking to 
lodge the protest of some political parties against Central Government 
actions in political plane, such as deployment of Central Reserve Police 
ill a particular area. Such actions disrupt the working of the public 
undertakings with the attendent loss of production and revenue, while 
the cause for which the agitations are launched is hardly served. 

The trade union leadership in the public undertakings harps on the 
same concept of owner versus worker, as in the case of private sector 
enterprises. The leaders make the workers think that the management is 
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capitalist and its sole aim is to exploit workers for ' its own , personal 
gain. The very measures taken by the government as aiiddeal employer 
are used as intruments to whip up resentment amongst the workers for 
the government’s inability to give the maximum possible benefit. The 
benefits demanded are entirely out of consonance with, the genera! 
pattern of social benefits sought to be given by the government to the 
people at large. The trade union leadership does not contribute in any 
way to, and, in fact, tries to hinder, the development of awareness 
among the workers in the government undertakings that these under- 
takings are the property of the nation and while everybody in the 
undertaking is an employee, everybody is also a part of the ultimate 
ownership of the andertaking. 

PRESENT SITUATION 

The government undertakings have been facing serious problems in 
matters of industrial relations and have to work under several con- 
straints, many of which are not applicable in the case of private sector 
enterprises. While the government has been striving to become an ideal 
employer in the case of public sector undertakings, there is no corres- 
ponding response from the side of the workers. It is a far cry to think 
of the workers in the public undertakings as ideal employees, not only 
conscious of rights but also alive to their responsibilities. In fact, the 
responsibilities are much more in the case of those who are working in 
the Public Undertakings, as these are meant for producing goods and 
services to meet vital needs of the economy for planned development of 
the country. 

The situation, as it prevails today, presents a rather dismal picture. 
The workers in the government undertakings are disgruntled and the 
management is frustrated. There is hardly any sense of belonging to the 
organisation among the workers. Huge national investments continue 
to remain sub-productive. It is, therefore, e ssential that the motivation 
of the employees in public sector undertakings should be given para- 
mount importance. If such motivation is to be generated through the 
workers’ participation in the management, ways and means will have 
to be found for reorienting the basic attitudes of the workers and then 
involving them in the management process not in a piecemeal or isolated 
way, but in a total and complete manner- The steps so far taken have 
touched only the periphery of the problem and do not appear to have 
the potential to meet the demands of the situation. The workers will 
have to imbibe the basic philosophy of the public sector undertakings 
and llie government's rights and obligations their own and this 

will happen only if they are brought into the management in a big way. 
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A SUGGESTED EXPERIMENT 

A method by which the objective can be achieved Js by placing 
maiiagemeiit of a public undertaking, in its , entirely in the hands of, 
workers. , T,fiis can be done if the govemoient nominates all the: iiiein-- 
,bers or at 'least a, majority of the members of the board of directors of 
the, company from amongst the workers. If this is done,,,, the workers, 
will have a real hand in conducting the affairs of the iiiidertakiiig and 
will thereby participate in the management in all its aspects, i.e., plan- 
ning, organising, controlling and motivating. 

The principles already enunciated for nomination of workers in the 
board of directors of public sector undertakings can be followed in 
selection of all the directors. A system of initiation of the worker- 
directors into the director s role for management of the company, so 
that he knows about the problems to be faced and the results to be 
achieved, should be arranged. Thereafter, periodical evaluation, as has 
been done in the British experiment, should be instituted. 

Advantages of the Proposal 

The advantages of the system suggested above are obvious. The 
workers, being in complete control of the management, can no longer 
remain in the camp of opposition to the management set-up. This is 
bound to lead to improvement in industrial relations in the undertaking. 
Management of the undertaking being in the hands of workers will 
ensure identification of the workers with the organisation and this will 
generate necessary motivation amongst the workers. Thus, usual em- 
ployer versits employee or management versus worker coiiliict should 
come to an end. 

Trust begets trust and a climate of confidence should set in where 
it is conspicuous by absence. The right of management will create the 
sense of responsibility if the normal laws of human response are to be 
true. This process will thus automatically develop responsible leadership 
amongst the workers. The workers, who conduct the affairs of the trade 
union or cooperative societies, have, in many cases, displayed high 
leadership qualities and are able to motivate their following to purpose- 
ful action. 

The workers, with their own representatives conducting the affairs 
from the Board level, will take a balanced view of the interests of their 
own well-being and the well-being of the undertaking. The short-term 
problems will be approached with a long-term oiitiook and localised 
problems will be dealt with an overall consideration. A liappy blend 
of hopes and aspirations of the personnel with the corporate objectives 
of the undertaking will lead to the realisation that to give is to take and 
prosperity can come only through perspiration. 
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Possible Objections .. 

, It- will be said that it is too risky a venture to entrust, the ■ complete 
maiiagement .of ,aii undertaking to. the. workers. The , undertaking may 
run .into senoiis.proble.ms and,,, difficulties -.and the -government . rnay be 
put .into serious loss , to; retrieve 'the situation/ As it is, many,' of the 
govemment undertakings are a serious burden on the government and 
the economy and huge losses are' being incurred. The new app,roac,h,,,' 
even if unsiiccess.ful, will 'make only a ‘ marg.inal addition to the already 
high volume of losses. 

It will be argued that the workers with their qualifications and 
background will not be suited to the top management role of decision 
making, since the decisions will have to be based on various considera- 
tions of a complex nature. This argument does not hold water on closer 
scrutiny, because the technical support in all the specialised areas of 
commercial management, linancial management, persoiiiiei nianagement 
or technical management will be provided by the experts of the under- 
taking in the same manner as it is at present being provided to the 
board of directors. If necessary, the board of directors can include one 
or two management exper'is who can provide the Board witli necessary 
guidance in regard to tlie managerial aspects, but the overall responsibi- 
lity of management will rest with the board of directors consisting of 
worker’s representatives in a majority. 

The administrative Ministry in control of the public undertaking 
and its associate iiiiance will oversee and monitor the operations of the 
undertaking and regulate the basic and policy issues. For this purpose, 
the Articles of Association of the Company will have to be framed 
suitably. There will also be a monetary control through the scrutiny 
and approval of the periodical capital and revenue budgets of the Com- 
pany in course of which the government can step in and provide neces- 
sary directions to the board of directors. 

CONCLUDING REMARKS 

The public uBdertakings have continued to grow in size as welt as 
in number and more and more areas of the economy will come under 
its purview. Any step which secures workers’ motivation for giving their 
best should be welcome. 

The experiment suggested will have to be initiated only on a very 
small scale. The undertakings selected for the purpose of this experi- 
ment should not belong to any of the following categories: 

(/) Vital and strategic undertakmgs from the point of view of 
national economy or security; 

(//) undertakings which are established in new fields of industry; 

(///) undertakings which are still in the gestation period; and 
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(iv) uiidertakiiigs which have got multiple units located in different 
areas or multiple trade unions having , different affiliations,, as 
^ these factors will create problems regarding the hoiiiogeiieity 
and unity of purpose amongst the members of ! he board of 
directors, . 

It is not impossible to select one or two iradeitakings wiiicli are 
suited for the new experiment. It is not essential that the existing, state 
of industrial relations has to be cordial in such an undertaking, .since 
one of the major aims of the experiment is to improve the climate of 
industrial relations and develop the motivation through active participa- 
tion in the management. 

In the management of public sector undertakings, various experi- 
ments have been conducted by the government and the policies liave 
been modified from time to time. The deputation of government 
servants to the government undertakings, which was once the order of 
the day, has now come to a virtual end and the undertakings are build- 
ing up their own cadre. In the case of some undertakings, the board of 
directors has been reconstituted on the basis of whole-time directors 
responsible for particular functional areas, instead of part-time official 
and non-official directors. A labour leader has been appointed as the 
chief executive with the status of a director in one undertaking, Since' 
industrial relations and motivation of the workers are proving to be a 
serious handicap to most of the public underiakings at present, no 
experiment is too bold and unconventional to be discarded without a 
trial. , , ,0 
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T he SCOPE of the public sector has increased steadily during the 
First and the Second Plan. Although the contribution of public 
enterprises to the national income is quantitatively small at present it 
lias to become much more significant in the third and subsequent plans. 
The public sector includes an extensive range of enterprises, such as 
industrial undertakings, irrigation and power projects, railways, road 
transport, air transport, shipping, etc. The capital at charge of the 
Railways has risen from about Rs. 970 crores in 1950-51 to about 
Rs. 1 ,560 crores in 1960-61 and is expected to increase to about Rs. 
2,300 crores at the end of the Third Plan. The total capital employed 
in electricity undertakings in the public sector, which stood at Rs. 70 
crores in 1951 and at Rs. 330 crores in 1956, will be about Rs. 1,700 
crores at the end of the Third Plan. A recent study by the Planning 
Commission of public sector enterprises shows that 19 industrial under- 
takings of the Central Government which have been completed and are 
in full operation have a total capital of about Rs. 171 crores, while 7 
major undertakings, including Hindustan Steel, which are still in the 
construction stage, have a total capital ofRs. 562 crores. Apart from 
these enterprises and such long-established undertakings as the Railways 
and Posts and Telegraphs, the total capital employed in 20 other under- 
takings of the Central Government amounted in 1958-59 to about 
Rs. 175 crores. There are, in addition, a large number of undertakings 
managed by State Governments. 

Several State under takings are already earning profits and the 
general policy has been accepted that the maximum economic returns 
should be secured from all public enterprises, whether these are opera- 
ted by the Central or State Governments directly or through corporations 
and companies. In the Third Five Year Plan the surpluses of public 
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enterprises will: play an increasing part in financing economic develop- 
ment, as during the Third Plan an amount of Rs. 450 crores is provided 
for surpluses of public enterprises excluding Railways, for which Rs. 100 
crores are earmarked separately. It is therefore ■ significant tiiat the 
working of the public, enterprises in India plays an important part in 
the revenue system of the country. Hence the price policies , of public 
enterprises assume an added importance in the economy of the country. 
In this paper an attempt is therefore made to study and . analyse, the 
factors concerning the price policies of the public enterprises and. suggest 
suitable improvements, wherever necessary, 

11 

A growing source of governmental revenue in many countries is 
the profits of public undertaking. In under developed countries public 
enterprises fostered on public revenues are expected to play a more 
positive role in financing the countries’ development than similar enter- 
prises do in developed economies. In determining the price policies of 
these undertakings considerations of maximising revenue will not play 
as important a part as profits do in private enterprises, but within the 
limits set by the necessity to foster economic development, their price 
policies are designed to bring in some profits to the countries’ general 
revenues. Public enterprises in the under-developed areas are to break 
ground in projects which are the core of development. If such projects 
are to be financed on an increasing scale, the price policies have to be 
so designed that significant surpluses are left with the projects to be 
employed either for their own expansion or for financing tlie expansion 
of other projects. In other words, there should be an element of profit 
in the prices of their products or in the cost of their services to the 
public. 

A brief reference to the role of surpluses from State undertakings 
in the revenue system of other countries may be useful before proceed- 
ing to examine in detail the position in India. Historically speaking, 
the development of tax system of most countries has been characterised 
by a decline in non-tax sources of revenue like public domain, etc. 
(which was an important feature of medieval revenue system) and an 
increase in the scope, rates and yields of tax revenues. In recent years 
particularly since the war, the trend towards increasing socialisation or 
state participation in economic enterprise has again led to some shift 
in emphasis in favour of non-tax revenues in several countries, though 
the general trend towards an increase in relative importance of tax 
revenues still continues. In countries with collectivist economies, of 
course, a predominant or larger part of public revenues is derived from 
pon-tax resources; thus normally only about 1 0 per cent of the public 
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revenues in USSR is , derived from general taxation and, loans and the 
remainder ' from the profits of national enterprises and the turnover tax 
on the products of .public enterprises which is also a commodity price 
determining factor. In other centrally planned economies, the position 
is not dissimilar though reliance on public enterprises may not be as 
large. Even in countries with private enterprise economies and' in several 
under-developed countries,, where one or two basic raw materials occupy 
, ail linportairt place ill their export trade, state trading has often provi- 
ded .significant amounts of revenue, 

III the United Kingdom, in 1952 nationalised industries, with an 
aggregate capital of 200 million and a labour force of some two million 
workers, represented almost one-tenth of British industry. There the 
nationalisation, after tlie war, of certain, basic industries such as coal, 
gas, electricity, transport has brought into existence some of the largest 
public undertakings of their kind anywhere, administered by a new 
type of public corporation. Most of the corporations are required by 
statute to conduct their affairs in such manner that over a period of 
years their revenues are sufficient to meet current expenditure; the period 
for balancing amounts is not defined being usually described as “one 
year taken with anothef’ or “an average of good and bad years”. The 
corporations pay all taxes, duties, rates and other charges, whether 
national or local. 

France has a certain tradition of its own in the matter of public 
enterprise. After the war that country has made rapid strides towards 
nationaiisiiig key industries and credit institutions as part of its pro- 
gramme of national economic reconstruction. In 1945 France nation- 
alised her air services and a large part of insurance and banking, 
including the Bank of France and the more important commercial banks. 
In 1946, the entire coal mining industry, except for a few small con- 
cerns, was nationalised and so were all undertakings engaged in the 
production and distribution of gas and electricity. The operations of 
public enterprises have, however, imiformly resulted in moderate deficits 
during the post-war years. 

In some countries of South Asia and the Far East the role of the 
state covers not only ownership of certain basic industries but also state 
trading in one or two principal articles of export where substantial 
profits are obtained. In Burma exports of rice and timber are a virtual 
state monopoly and yield substantial profits, particularly rice. 

The entry of government into commercial and industrial fields in 
India has in most cases not been determined by the expectation of 
making profits and adding to revenues. On the other hand the primary 
urges have generally been non-fiscal such as: (a) the undertaking of 
basic public utilities, e.g., railway as well as projects of outstanding 
public benefit which are not expected to be remunerative in the short 
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period-irrigation and power projects, air services; (h) the set ling up of 
basic . iiidiistries of national importance such, as steel and fertilisers 
generally to assist in broadening ■ the base for indostria! and agriciil- 
tural development or of essential consumer goods industries which may 
also involve large investment of resources normally beyond tiie unaided 
capacity of private enterprise; and (c) the establishment of certain capital 
goods industries, c.g., heavy machine tools, the , returns from which, are, 
not immediate or certain and which therefore ' are less attractive .'.to 
private enterprise, as the initiation of a pioneering enterprise with, the 
object of inducing private entrepreneurs into new fields of industry,: as 
in Mysore. 

There are a few instances, however, where, revenue considerations 
have played a principal part in the extension, of state enterprise.. ■ But 
in most cases, the promotion of some broad public purpose seems to 
have been the main factor behind the extension of the area of State 
enterprise, though its operations have incidentally resulted in some 
profit. 

Ill 

The most intricate question in the public sector is that of fixing the 
prices of the products of industry and services. Generally speaking, the 
prices of privately produced goods in the market tend to represent both 
the utility of the goods to the marginal buyer and its average cost of 
production plus a profit to the producer. The position of the buyer of 
publicly produced goods is not materially different from that of the buyer 
of the privately produced goods. In countries where democratic freedom 
is still the keynote of economic and social policy, the consumer is at 
liberty not to purchase the publicly produced goods and services, which 
are not produced by anybody else. The consumer has, however, very 
little choice in the matter of refusing to buy such 'essentiaf goods and 
services. But, even in such cases the so-called 'necessary’ goods may 
have a highly inelastic demand only for small quantities. The demand 
may be highly elastic for quantities beyond the minimum required. In 
other words, the buyer is no more coerced to buy publicly produced 
goods than he is compelled to buy privately produced 'necessaries’ like 
bread, meat and medical services. 

It is, however, in the sphere of supply, i,e., prices at wh.icli various 
quantities will be offered by sellers in the market, that the position is 
entirely different in a public undertaking. Private industry must, in the 
long run, receive prices which cover total costs (including taxes) and 
provide sufficient net return to attract venture capital. Government, on 
the other hand, may allow extra commercial considerations to enter into 
the determination of its supply prices. Not infrequently they have to 
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conduct their operations not with a view to covering costs but to pro- 
mote general welfare. For these reasons, while it is theoretically possible 
for government monopoly prices to be at a level above those which 
would be charged by competing or nearly competing private firms, in 
practice, prices may be comparatively low because government may not 

intend that the enterprise should be selfsupporting. 

These elementary facts are often overlooked in debates on public 
versus private enterprise. It is sometimes argued that a public enterprise 
can justify its existence only when its receipts cover costs ^and contribute 
to the general funds amounts corresponding to what private enterprise 
would contribute in taxes. In all such arguments, the underlying idea ls 
that public business must be as efficient as private business in terms of 
private business objectives. We should not lose sight of the fact that a 
public business which operates at a loss may well make a contribution 
to the income of the community through cheap gas, cheap electricity, 
cheap transportation or cheap postage far in excess of its operating defi- 
cit As has been brilliantly pointed out by the distinguished American 
economist, Philip E. Taylor, in his “Economics of Public Finance”: 
“The interests of government are invariably broader than those ot 
private enterprise. The consequence to cost calculation of broader public 
interest is that almost every government produced good is more than 
one "ood- it is a good porviding individual utility to the buyer, while at 
the same time providing utility to the community in terms of more 
General welfare. The second is normally regarded as a by-product of 
the first and although there can be no exact science of allocating joint 
costs among multipleVoducts, it is logical that the by-product should 

bear some share. It is upon this type of analysis that operation of some 
public industries at less than cost (the remainder to be made up from the 

genearl fund) can be justified.” . 

The above explanation of the prices of the product and services of 
public undertakings does not imply that such enterprises should not be 
run efficiently. The efficiency of an undertaking is quite a different mat- 
ter— it need have no direct relevance to a price policy. In determining 
prices in the public sector, it may be considered desirable to allocate a 
share of tlie cost of production to society in general (this would of course 
result in consumers receiving a virtual subsidy) but even if the price 
charged is less than the cost, it should be possible tooperatethe enter- 
prise^^on a level of efficiency equal to that prevalent in a private under- 

taking. 

The notion of elFiciency as applied to an economic system is many- 

sided. There is the matter of getting the most for the least which is the 
commonplace engineering view of efficiency. There is also the problem 
of getting the particular things that are wanted. In addition, some rea- 
sonably full use must be made of the available or at least of the willing 
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labour supply.' There must „be some satisfactory .allocation of resour- 
ces between present, and future production, ' between wliat is produced 
for consiiiiiption and what is invested in new plant and, processes to 
enlarge ,future consumption. There, must .also be appropriate . incentive to 
change to the adoption of new and .more efficient methods of production. 

Finally a somewhat different requirement and one that .has gone for 
long unrecognised, there must be adequate provision for the research and 
technological development which brings new methods and (thougli one 
is perinitted to deplore them on occasion) new products into existence. 
All this makes a large bill of requirements. 

IV 

The following are among the more important questions that arise in 
this connection: What part should considerations of maximum revenue 
play in the policies of state undertakings relating to the pricing of their 
products and services? In what manner and to what extent the general 
revenues share in such profits as the undertakings may make? 

The principal public enterprises of the Central Government are Rail- 
ways, Posts and Telegraphs, Broadcasting, Opium, Currency, and 
Mint and tlie various industrial undertakings in the public sector which 
have been started in recent years. 

A brief statement may first be attempted of the pricing policies 
actually adopted by important categories of state undertakings. 

Railways ■ 

Railways constitute the largest single source of non-tax revenues of 
Central Government and contribute to general revenues as under: 

1959- 60— Rs. 54.43 crores 

1960- 61 — Rs. 56.66 crores 

1961- 62— Rs. 65.34 crores (Budget) 

The net surplus earned by the Railways during the above three years 


are as under; 





1959-60 

1960-61 

1961-62 


Rs. 

Rs. 

V R 

Net Surplus 

20.12 crores 

14.03 crores 

8.64 crores 


The total capital at charge of the Indian Railways as on 31-3-61 is 
estimated at Rs. 1,559 crores. 

From the above, it would be seen that the contribution from Rail- 
ways to the general revenues has steadily increased. 
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As regards the rate fixation in the Railways, the Ministry has for- 
mulated the general basis of regulation of railway taxes and rates as 
Mtows:'- ", 

Railways are no doubt a commercial concern in the conventional 
sense. As a State undertaking they owe it to the public, to provide 
transport at the cheapest rates consistent with the maintenance of their 
financial solvency and providing means for their development. Unlike 
ordinary commercial concerns, they must not aim at charging not neces- 
sarily what the trafiic can bear but what is justified in relation to their 
costs of operation and essential development. 

The rates and fares structure of Railways has been subjected to much 
experimentation. The introduction of 'telescopic class rates’ on a conti- 
nuous mileage basis in 1948 eliminated some of the short-comings of the 
previous practices. This was again modified in 1955. The Railway 
Freight Structure Enquiry Committee, of 1957 which went into the question 
again found that the 1948 rating scheme had outlived its usefulness. 
It recommended regular and progressive increases through a percentage 
system based on a norm or standard rate from the lowest class of goods 
to the highest to form an integrated scale covering the rating both by 
class of goods and by wagon-loads. The main defect of the structure 
proposed by the Committee was that it would have the effect of putting 
a premium on long-distance goods traffic and penalising shorter haula- 
ges. In adopting a new freight structure towards the end of 1959 govern- 
ment therefore modified the Committee’s recommendation so as to avoid 
the above result. Two norms, instead of one recommended by the 
Committee, were adopted for the percentage system of increase. 

The scheme of passenger fares has been also subjected to change 
and coimterchange. In 1948 passenger fares were standardised all over 
the country by substituting a flat rate basis for telescopic fares. In 1955 
again the telescopic rates were re-introduced in order to afford some 
relief to long-distance passengers. 

The development of the railways in the past was guided not so 
much by purely commercial considerations as by considerations of gene- 
ral economic, social and political interests which the Railways were 
required to serve from time to time. From the very early stages of rail- 
way development, the railway rates have been subjected to Government 
regulation. The Indian Railways Act, 1890, enjoined special obligations 
on the railway administration in the matter of avoidance of undue 
preference or prejudice in rating. 

The Railways’ rating structure is much less based on the cost of 
the service provided by the Railways than on 'the value of service’ or 
what is commonly known as the principle of "charging what the traffic 
will bear”. Thus the rates of certain basic commodities like coal, food- 
grains, etc., are kept specially low in keeping with the economic require- 
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meiits of the .country, The.re are 'a number .of other i,iiporlaiit social 
obiigat.io,ns w.hicii the Railways 'have to shoulder by virtue of their role 
as a public utility undertaking. As a common carrier,. the Railways ...cam 
not refuse to carry any goods offered to them or discri.m,in ate ' between 
what to carry and what not. to carry.. Again, the rates, have, to be ..made 
public and any .rates charged by the Railways can be assailed be.fore the 
Railway Rates Tribunal as being unreasonable or as .resulting in 'Triidue 
preference or undue prejudice’’. . Also the Railways in Ind.ia, as in almost 
every other country of the world, have to operate uneconomic branch 
lines or sections. Again, the Railways provide suburban or what are 
known as the commuter services in large cities. Cheap season tickets are 
provided and the frequency of train services has to be maintained to meet 
the requirements of peak traffic. The Railways also provide a number 
of concessions and facilities on social and defence considerations. These 
include various concessions given to students, Bharat Scouts and Girl 
Guides, blind persons, etc. The total value of the more important 
among these concessions given by the Railways during 1958-59 is esti- 
mated to be about Rs. 3.6 crores. Moreover, the Central Government 
has powers under the Indian Railways Act to direct any railway admi- 
nistration, in the public interest, to give preference to the transport of 
such goods or class of goods, as may be specified by it and such direc- 
tions are generally given in respect of low-rated traffic like coal, mineral 
ores for export, industrial raw materials, etc. The Railways have to 
provide transport facilities for this traffic notwithstanding the arrears of 
high -rated traffic waiting to be moved. The Neogy Committee 
on Transport Policy and Co-ordination which examined this aspect of 
Railways has opined that it is not possible to make any estimate of the 
financial implications involved in the Indian Railways carrying out such 
orders of government from time to time. This clearly shows why Rail- 
ways should not be treated purely as a commercial concern and its 
working compared to other private enterprises purely on profit and loss 
basis. . . 

Other Enterprises 

The following concise account gives some indications of the pricing 
policies followed by other public enterprises in the Central sphere: 

1. The price of ammonium sulphate in the Sindri Fertilisers is 
determined after taking into consideration the costs of production, price 
trends in foreign markets and the purchasing power of the consumers. 

2. The prices of coal obtained from state-owned collieries are 
fixed under the Colliery Control Order, 1945, on the basis of cost of 
production plus a reasonable margin of profit. 

3. The price of salt produced by three commercial concern? 
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(Sambhar, Kliarashode and Maiidi) is fixed on a /no profit no loss" 
basis..'" 

' 4, ' Ocean going ships are sold atprices based on theUK parity, f.c., 
the price which would be payable if the ships had been constructed in 
shipyards in the UK. However,, in order to enable' the .Indian shipping 
companies to purchase ships built in the Visakhapatiiam Shipyard at 
prices payable for similar ships constructed in the UK, government 
has decided as a teinporary ineastire, through a subsidy, to meet within 
certain limits the difference between the actual cost of construction and 
the prescribed, sale price. 

In the case of the DDT Factory at Delhi under agreement with 
the United Nations who supplied the plant, the product is to be sold on 
a hio profit no loss’ basis, 

5. The rate making policies in respect of electricity in different States 
are not uniform, but the general policy has been that the tariffs should be 
fixed so as to provide for all reimburseable costs to cover generation, 
transmission and distribution including expenses of operation and 
maintenance and interest and depreciation charges. As a rule, tariffs for 
industrial consumption of electricity are lower than for domestic 
consumption. 

6. The pricing policies of commercial and industrial undertakings 
of State Governments vary and are not always based on strict commer- 
cial principles. In the case of steel produced by the Bhadravathi Works 
of the Mysore Government, in accordance with the general policy of 
the Government of India, a selling price is fixed by the government to 
protect consumer interests and at the same time there is a retention 
price to ensure a reasonable return to the units engaged in the industry. 

7. The industrial concerns owned by the Travancore Cochin’^ and 
Mysore Governments generally fix prices on commercial lines; the prices 
of goods are fixed on the basis of the cost of production (including 
depreciation and interest charges) plus a fair margin of profit after 
taking into consideration the current market prices of similar products. 

The present system of irrigation charges in India l as developed 
differently in diflbrent States, with the result that there is multiplicity 
both in the principles and in the rates of assessment. '‘A broad classi- 
fication of these prevailing systems is, however, possible and is as under: 

{/) those payable by cultivators in return for the services of 
irrigation and thus forming an item in the cost of production; 
and 

(//) those payable by the owners of the lands benefited in consi- 
deration of the increase in the value of the land/’ 


"Now Kerala, 
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III the case of more recent irrigation , works, the water rates do not 
yield receipts even to cover the - water service costs but in some older 
works, e.g., in Andhra Pradesh, Punjab and Uttar Pradesh, the govern- 
ineiit concerned realises some profits. , The .scale uf water rales being 
la,rgely dependent upon the economic and .other circumstances of tlie 
area commanded by the works, it takes the character of a service, charge 
in some areas and of a tax in other areas. 

The rates charged by the nationalised State Transport Corporations 
are ge,ne.raliy based on the' principle of meeting o.iit, the costs of the 
operation and leaving a fair margin for depreciati.om, and development. 
The rate charged ,by the Bo.mbay State Road T,ra!isport Corporation 
is 9 pies per mile and the Flyderabad Transport Unclertaki.ng cliargcs 
10~'27 pies per mile and the Travancore Cochin''" charges only 6 pies per 
mile. 

8. Tlie postal system has widely come to be recognised as a public 
enterprise in wliicli service rather than reveiioe is the 'test of success. 
Some countries like France and England have derived substantial 
revenue from their postal system, assisted by high density of population, 
while' others like the US with their great expanse of territory have 
often shown deficits. Many countries only charge rates designed 
broadly to cover costs of operation and bring in moderate net receipts. 
Such a policy also governs the operation of our own system and appears 
to be appropriate in respect of this elementiEiry public service. 

Thus we find no clear principles or policies have been laid down 
for any enterprise and no general statement about price policy is avail- 
able. ‘National interest’ is supposed to guide tlie price policy and when 
deterraioing prices, the prices of imported products, the interest and 
capacity to pay of the consumer, the general requirements of the econo- 
mic system, all these are taken into account and an ad hoc decision is 
arrived at. Many industrial enterprises in the piibiic sector sell the bulk 
of their products to some government agency and the price policy there 
is based on a ‘Cost Plus’ basis. 

All this indicates that the prices of the products by many important 
industrial enterprises in the public sector are decided as a matter of 
deliberate policy and not automatically determined. 

■'V ■ 

In considering the pricing policies appropriate for other public 
undertakings a distinction may be drawn between undertakings which 
w'ork in a competitive field and those which operate under monopolistic 
or semi-moiiopolistic conditions. It happens that the products of the 


'‘Now Kerala. 
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former category of undertakings generally fall within the broad range 
of consiiiner goods (e.g., those of some of the in dust ries in Mysore 
State), There are; normally no considerations of public .purpose which 
should deflect these undertakings from' following a, pricing policy direc- 
ted towards maximising profits from their, operations. The inaiii limita- 
tion to the pursuit of such a policy derives from the existence of compe- 
tition from the private enterprise. Pricing policy thus operates. 'in these 
cases, within, a ■ narrow framework.' The nature and degree of competi- 
tion together with the character of demand determine in respect of such 
undertakings the application of a pricing policy based on maximising 
.'■profits. 

Where, oil the other hand, a public enterprise works under condi- 
tions of monopoly or quasi-monopoly of supply and sometimes also 
of demand (e.g., in regard to milk powder for tea and coffee in 
restaurants in Bombay city where the use of fresh milk is prohibited), 
the ability of the State to make profits by fixing prices, at a high level, 
is greater. 

Pricing policy in such a case acquires a significance different from 
that under conditions of competition and the considerations that should 
guide the fixation of prices assume a relevant and more positive role. 
It happens, however, that the goods or services produced by public 
undertakings of this category are often of the basic or essential type, 
the prices of which it is usually considered desirable to maintain as low 
as possible. ‘Basic’ and ‘essential’ are relative terms and policy must 
vary according to the degree and essentiality of the product, the nature 
of service provided by the enterprise, the size of the market, the choice 
of consumers and their paying capacity in respect of consumers goods 
and the type of industry and its condition in respect of producers or 
capital goods. 

It is considered that normally such undertakings should operate on 
the basis of meeting their full costs of production including adequate 
depreciation provision {taking account of higher replacement costs) and 
a reasonable return on capital and as a rule subsidisation of prices 
should be avoided. Where revenue requirements necessitate the levy 
of taxes on commodities or services which are as ‘basic’ or ‘essential’ 
as those which are the products of State enterprises, the State need not 
regard itself as being precluded from using its monopolistic or semi- 
monopolistic power, to secure larger revenues by an appropriate price 
policy. 

It may be thought desirable, however, during an early develop- 
mental phase to keep prices low, even if this involves incurring losses, 
with a view to encouraging demand and widening the market. It ensures 
the profitable working of an enterprise over a long period. The problem 
is particularly important in the case of public utilities like electricity 
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where the practice of ‘promotional’ pricing in the initial phases of 
project is calculated to obtain ultimately the best results. In respect of 
other semi-monopolistic undertakings producing a basic article like 
fertilisers, a measure of subsidy in the initial period may be given as a 
matter of policy. 

On the other hand, in certain cases where the State has made 
substantial investment, a policy of regulating policy so as to secure an 
adequate return on the capital invested is not only unobjectionable 
but may indeed be desirable. This is particularly so in the conditions 
of economically under-developed countries where public enterprise 
itself, fostered at State expense, may in turn play a role in financing the 
country’s development. 

Water rates have long been fixed in the canal systems in Punjab 
and Uttar Pradesh on the basis of securing for the exchequer a share in 
the additional yield derived by the cultivator from land over and above 
that of meeting the current costs of irrigation and interest on capital. 
The reinforcement of public revenues thereby has assisted in the past 
in the accelerated development of additional projects in those areas. 

This is equivalent to the process, as applied in the field of public 
enterprise, of re-investment or ploughing back of profits which in private 
enterprise has been a principal means of financing development in recent 
years. There appears no objection to pricing policies which aim, over a 
long period at realising a surplus from the operation of State under- 
takings in such cases. 

In some of the advanced western countries there is less emphasis 
on the revenue aspect of State undertakings and public enterprises 
mainly engage themselves in operating nationalised public utilities 
while economic progress remains primarily the direct responsibility of 
the private enterprise. In India, on the other hand, State initiative and 
enterprise have a more dynamic role to play in the process of economic 
development and public undertakings in the main do not conduct 
activities which are ‘taken over’ from private enterprise but break new 
grounds. Not only do they seek to supply the basic framework of 
economic development in the form of transportation, power, irrigation, 
etc., but they provide in some ways the core as well as a not insignificant 
part of the content of economic development, in capital and producer’s 
goods industries. 

Many public enterprises are normally of slow yielding character. 
There is besides the tendency towards high costs in state enterprise on 
account of its obligation to assure a given standard of wages and ameni- 
ties to labour and a higher standard of service to consumers. If in the 
face of these liabilities some State enterprises are able, after a formation 
phase, to earn more than modest profits, which assist in maintaining the 
tempo of public investment, no doctrinaire concern with a policy of 
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‘'breaking ovef slioul'd deter them from making their contribution to the 
fiiiaiiciiig of further development. A policy ■ of 'no profit no loss’ may be 
' appropriate for 'public,, utilities, in an .advanced co"imtry, and is, perhaps 
., the best to, be hoped for in the earlier ' stages, -.of working of soiiie public 
enterprises here. , But this .cannot be recommended., as; the long-term, goal 
, .for public enterprises, or as' a, permanent policy'" for most , State . uiider- 
takings in India. 

Public purpose rather than profit should be the guiding factor in the 
operation of a pubhc undertaking but'-, the:'',ant.ithesis is more apparent 
than real In the public sector p.rofit "'is '"'not necessarily inconsistent with 
public purpose. On the other hand?. dfi .may 'itself constitute a public pur- 
pose, even if it remains secondary. Iii.pub'lic ; enterprises the first objec- 
tive, of course, is maximmn service, combined -with maximum efliciency 
with a view to the widest extension ■■■'of social welfare and economic 
development. Consistent with’,these,.acertain., 'measure of profit, a'lid in 
some- circumstances even a significant" amo'unt of : profit, should not be 
precluded under the broad principles' 'which ■'regulate pricing policy. 

Apart from the Railways and' Posts' and Teleg'raphs, the tota.l capital 
outlay of Central and State governments ■■on electricity, irrigation, road 
transport and industrial undertakings which 'are in full working is s'lib- 
staotiaf but the net income from them.'-; is ■ insignificant; ina'iiy of these 
lUHlertakings have been in existe.nce for some time and s.houId be in a 
position to yield net returns. It is therefore desirable that every effort 
should be made to earn profits from these concerns to the maximum 
extent possible, consistent with the public welfare. 

Tlie argument that it is wrong to tax the consumer of a particular 
product or service in order to help the general taxpayer, often underlies 
the objection to running public enterprises at a profit, I'liis may, perhaps 
be relevant where substantia! profits are made out of a limited clieiite,!e 
for the benefit of the wider community of taxpayers. Even here,, .there 
would be a case for making profit, provided its incidence falls on the 
welhto-do classes and the benefits its finances accrue to the larger com-, 
munity of the iiot-so-well-to-do. In any case the argument has much less 
relevance to public enterprises which involve huge investment ' and cater 
to a vast circle of beneficiaries and the returns from which contribute 
to the widening of the range of their operations so as to progressively 
extend their benefits to more and more people. 

It is true that as a form of taxation, profit from public, e.iiterprise 
has less to commend it than direct taxation, but it must also be noted 
that it is not less suitable as a means of raising revenue than many of 
the indirect taxes to which resort is necessary in the alternative. It is 
therefore emphasised that in considering pricing policies of state under- 
takings, in a comparatively under-developed country like ours, regard 
must be had to the need for relating them to the economic and institu- 
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iioiiai, .context, ill which they operate’ rather than to the standards that are, 
more app.ropriate to the conditions . obtaining in the advanced eco,i:io- 
.iiiies sy.cfi, as those o,f some of the westeni countries* 

, A seiii!iiara3n of Public Indusiriai Enterprises held in 

New Delhi in December 1959 ■under the auspices of the UN Economic 
Cominission for Asia and the .Far East,, the, UN ..Division of Public 
A,d,ii:iinistratioii. and .the Bureau of Technical, Assistance Operations ex- 
amined this aspect' of pricing policy of public enterprises. The seminar 
agreed that the goals of management, in public enterprises could not be 
separated from national , objectives. 'However, earning of profits was not 
in any way inco.mpatible with the public nature of’ enterprises. Running 
of public enterprises at a loss was not justified except during a dcvelop- 
iiientai period or in special circumstances when national interest justi- 
fies it. 

The Krishna Menon Committee on State undertakings, appointed 
by the Congress party in Parlia.ment in April 1958,. wliich submitted its 
report in November 1959, observes regarding the pricing policy of public 
enterprises as under; 

We have stressed in these pages the importance of incentive and 
healthy competition and emphasised that concerns must be able to 
stand on their own legs for efficient and proper coniiduct of busi- 
ness.. The considerations that should govern prices appear to be the 
following. Consumer prices have to be based upon general market 
prices and other factors as well. The decision as to what economy 
in cost has to be passed on to the consumer on the one hand or 
should benefit the taxpayer on the other and the likelihood of non- 
availabilities and, therefore, of scarcities in the near future has also 
to be considered. The principle of ‘what the tralFic can bear' has 
also to be taken into account. 

Dr. V.K.R.V. Rao, in his article on ‘Trices, Income, Wages and 
Profits in a Socialist Society’' published in the AICC Economic Review 
dated the 22nd July, 1959, says that: 

Prices in a socialist society will be socially determined. Broadly 
speaking, there will be for purposes of calcuiation two sets of 
prices-— one which may be economic price and the other 
which may be called the social price; the first would cor- 
respond, to the extent that any such correspondence is at all possi- 
ble, to the normal price in classical economy while the latter may 
correspond to the market price of classical economy, including such 
indirect taxes as the State may impose for the purposes of mobilis- 
ing resources. The economic price would cover the cost of produc- 
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tioii of tlie commodity including an allowance for replacement plus 
a normal prolSt that would include an allowance for expansion or 
capital formation and an allowance for maintenance and non- 
investment activities of the State. The actual price that will be 
charged will depend partly on the extent of the rate of capital for- 
mation envisaged by the community and partly on the requirements 
of the maintenance and non-investment expenditure of the commu- 
nity. The actual price of individual commodities will also turn upon 
social policy regarding the desirability of promoting or discouraging 
the consumption of the commodities concerned, but it is absolutely 
imperative in a socialist society that there will be a clear under- 
standing and calculation of the economic price of each commodity. 
If this is not done, it would be very difficult to have a rational 
policy regarding both allocation and utilisation of resources in the 
community. 

As regards profits, it should be pointed out that contrary to 
some popular notions on the subject, profits have an important 
place in a socialist society, the difference between the economic 
price and the social price would be what may be called the planned 
profit and this would largely correspond to the excise duties and sales 
tax and other indirect taxes that are imposed in a capitalist society. 
These planned profits being no more than a way qf mobilising re- 
sources and making them available to the community for purposes 
both of investment and maintenance expenditure. Profits also have 
another important role to play in so far as they relate to the eco- 
nomic price itself. The economic price fixed at any particular 
moment of time is obviously based on the capital, technique and 
productivity of the given base period when this price is fixed; any 
improvement in productivity is bound to lead to a decrease in the 
cost production and in turn this would lead to the emergence of a 
surplus within the economic price itself and that would be a surplus 
which will represent a measure of the nation’s increase in producti- 
vity. This surplus would not be the result of the policies laid down 
at national level as in the case of difference between the economic 
price and the social price. On the contrary, it would represent the 
result of the motivations and efforts of a larger number of persons 
engaged in productive activity. Hence the importance of arranging 
for proper incentive to stimulate the creation of this kind of surplus. 
That is the reason why in socialist societies now-a-days, individual 
enterprises are permitted to retain a larger share of such surpluses 
as they may create by an increase in productivity, this larger 
share to be used by them partly for increasing individual incomes 
of those engaged in the enterprises and partly for giving an 
opportunity to the enterprises in question to build up the financial 



Prking Folky of Publk Enterpdses . 187 

resources needed for following their own iiidependeiit investment, 
policies. 

Public enterprise must be carried on a profit-making basis, not only 
ill the sense that public enterprise must yield an economic price in 
the terms described in a previous section but must also get for the 
community suflicieiit resources' for financing a part of the .invest- 
, m,ent and mainteiiance expenditure of govemiiieiit. Increasingly, the 
share of the profits of public enterprises in financing the investment 
and maintenance expenditure of government must keep on increas- 
ing. It is not only the expenditure on the public sector as such 
that will indicate the march of the economy towards its socialist 
goal. Even more important is the increasing role that the public 
sector must play for finding the resources needed for ineetiog both 
the maintenance and investment expenditure of government. This 
involves a price and profit policy in regard to public enterprise 
which goes against accepted opinion so far in regard to public 
enterprise. The theory hio profit no loss’ in public enterprise is 
particularly inconsistent with a socialist economy, and if pursued in 
a mixed economy it will hamper the evolution of the mixed economy 
into a socialist society. The sooner, therefore, this theory of hio 
profit no loss' in public enterprise is given up and the policy accept- 
ed of having a price and profit policy for public enterprise such as 
will make the State increasingly reliant on its own resources (as 
distinguished from taxing the personal incomes of its citizens), the 
quicker will be the evolution of a socialist society. 

Prof. J.K. Gaibraith, the well-known US economist, in a note 
submitted to the Government of India, has pointed out that both in the 
capitalist United States and the communist Soviet Russia the profits 
made by an undertaking are one of the important tests of its efficiency. 
The efficiency of a public sector undertaking should be measured broadly 
by the efficiency of its operation and by ability to organise ample pro- 
duction at low cost and sell at remunerative prices. He further states 
that public ownership that contents itself with avoidance of loss or a 
modest profit which it returns to the treasury will inevitably prove a 
stagnant form of economic organisation. He suggests that the public 
sector enterprises must be run in such a manner as to yield surplus for 
future expansion. This suggestion per se is unexceptionable. In fact, 
the planners, taking the cue from Dr. V.K.R.V. Rao's note on the sub- 
ject, have already provided for Rs. 450 crores as ‘surpluses of other 
public enterprises’ in the resource budget of the Third Five Year Plan. 

In adopting a workable pricing policy for public sector, the govern- 
ment should make sure that such a policy does not allow any scope for 
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hook keeping ,, jugglery or for, the adoption of, 'window dressing' 
tediiiiques by maiiagemeiits. 

VI 

. It is often assured that a' public enterprise is just . like .any , other 
eiiterpiise, except t.hat it happens to be owned by the State, and that it 
should therefore , try to behave, .as far as possible, like an ordinary 
liusiiiess. It ..is, however, clear. that such advice cannot be taken literally. 
Ill a developed country, perhaps, where a ■ public enterprise is operating 
side by side and in competition ■ with ■ well-established, private, business,, , 
the instriiciioii to, behave commercially may provide a sensible, if rough- 
and-ready, guide to di,rectoral policy. As, ,liowever, commercial behavi- 
our primarily means searching for the maximum profitability it can 
hardly be ■ recommended to boards of state-owned ' enterprises. They 
always have to be regulated in the public interest, which is rarely served 
by their ‘spontaneousl coramercial behaviour. When state-owned, they 
must either develop, as a guide to policy, their own conception of the 
public interest, or else have one imposed upon them by the responsible 
minister. Even the Tierberf Coinmittee, which recommends that the 
Central Electricity Authority in Britain should be guided solely by 
‘coiiimerciai considerationsl, obviously does not mean that the national 
generation and distribution of electricity can be organised on principles 
not different from those accepted by an ordinary private business, for 
the ‘considerations’ it has in mind are not those of maximum profitability. 
It does not, for instance, recommend that the Authority should close 
down its high-cost generating plants—a step which would be contrary 
to the public interest — but that it should endeavour to bring unit costs 
and unit charges into closer relationship, in order to discourage coii- 
sumption of the higher-cost units, spread the load and thereby ensure 
that existing and projected generating equipment shall be used more 
economically. Yet if the production of electrical energy were in pri- 
vate hands and not subject to State regulation it might well be that the 
former method of satisfying ‘commercial considerations’ would prevaiL 
Even in a developed country, therefore, the commercial behaviour 
of public enterprises may have to be not different from that of private 
enterprises and that it is doubtful whether the use of the same term to 
cover botli types does more than darken counsel In an uiider-developed 
country, the term becomes even more ambiguous. Enterprises are- 
started which private investors would consider extremely bad risks; they 
are run, for considerable periods, at losses that would cripple the private 
capitalist; they receive State-provided capital on distinctly non-commer- 
cial terms; tlie prices of their products may be fixed at levels that the 
private businessman, operating in the same held, would consider 



Pricing Policy of Public Eniei prises 1 89 


ridiculous; their costs may be deliberately , innated by the fixatioo of 
wages and the provision of welfare services at levels iin related to the 
cieinaiid for and supply of labour. Admittedly, such defiance of 
coniniercia! considerations may, in .•given circumstances, be mistaken 
even disastrously so; but all these unbusinesslike policies have in other 
circumstances justified themselves from the standpoint of economic 
development. Indeed, the first two may liave to be boldly pursued if 
there is to be any economic development at all. To demand commercial 
behaviour in the ord,iiiary and accepted 'sense of the term, therefore,. .is 
to cry for the moon; for a public enterprise is, in the majority of cases, 
actually brought into existence to do things which' the ordinary business- 
man. is unprepared, or, unwilling to- do. The enterprise, in fact, is not 
just an ordinary business in wliich the State happens' to hold the capital; 
it is an agency of economic development. 

If this important qualification is borne in mind, we can be safe in 
saying that the price policies pursued by public enterprises need to be 
directed by the government towards the fulfilment of certain primary 
economic aims, viz., (a) maximum utilisation of the existing stock of 
capital; (h) accumulation at the projected rate; (c) stimulation of certain 
types of consumption at the expense of others; and (d) provision of the 
strongest possible incentives to efficiency. 

VII 

The question now arises how the consiiraer’s interest can be pro-^ 
tected in public undertakings, most of which partake of the character 
of insulated’ monopolies. That the existence of monopoly exposes the 
consumer to exploitation by the supplier is seldom, if ever, disputed. 
Now, in a private enterprise competition provides the 'natural safe- 
guard’ for the consumer although the primary aim is to maximise profits 
and service is rendered to the consumer only as incidental consequence, 
the forces of competition help to bring the prices to the level of actual 
costs. In a public enterprise, on the other hand, the 'take it or leave if 
attitude is likely to dominate and make it extremely difficult for the 
consumer to influence price policy. A special responsibility therefore 
rests on government which must ensure that there is real community of 
interest between the producer and the consumer and that the monopo- 
listic situation is not exploited by the workers of the undertaking who 
are much better organised than consumers. 

The device of consumers’ councils has, therefore, been adopted 
in many countries with a view to protecting the interests of consumers. 
In the UK, for instance, special provisions have been made for such 
councils in some of the national Acts, while in France the boards of 
management themselves include representatives of consumers. In 
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practice^, however, these councils, or consultative committees' have not 
been able to function effectively, partly because they have not been 
very representative and partly because really important matters which 
affect production and prices have often been withheld from such bodies. 
The Air Transport Corporation Act, 1953 in India provides for the 
establishment of an Air Transport Council, which, among other things, 
has the power to study the passenger and freight rates and make recom- 
mendations to government. The Road Transport Corporation Act of 
1950 and some other State undertakings unfortunately do not provide 
either for consumers’ councils or any advisory bodies. 

At bottom, the problem is one of the degree of public awareness 
of the dangers of the monopolistic situation inherent in a public 
undertaking. The modern industrial giant—whether it operates in the 
public or the private sector— disposes of its goods and services to an 
amorphous mass of consumers who are unorganised and helpless before 
the combination of producers on the one hand and that of workers on 
the other. A monopolistic or quasi-monopolistic concern under public 
ownership has the additional advantage that it is supposed to work in 
the ‘national’ interest and as such to be fully conscious of the consu- 
mers’ needs, although in practice it may not be so. There is a grave 
danger that costs may rise abnormally in a public undertaking owing 
to the attitude of labour confronted by rising costs, the boards of 
nationalised undertakings may be tempted to try the easy way to 
solvency through the consumer’s pocket in preference to the hard road 
through improved efficiency and economic use of manpower and other 
resources. . . 

CONCLUSION 

From the above discussion, it is clear that the pricing policy for 
public enterprises is to be regulated according to the following three 
different principles: 

(?) No loss and no profit. 

(//) No profit and some loss. 

[ui) Some profit and no loss. 

The above three positions are clearly illustrated in Diagram 1 on 
next page which shows the position of price fixation imder each prineb 
ple. 

No one principle can, however, be applied imiversaiiy. Ordinarily 
the prices must cover the maintenance charges, which should include 
provision for replacement and development and the rate of interest on 
the capital invested. But to this, there would be several exceptions. A 
policy of no profit and some loss would be justified in certain cases. 
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.But: a policy of some profit and no 'loss would be, justified , where a 
benefit has been provided for a fairly well oflF area. 

.. The praetical application of the above principles has been examin” 
ed in detail in the ■: following example of price' fixation in .public enter- 
prises in order, to analyse the considerations that will have to be taken^ 
into account while fixing the price policy. 

(1) Pricing policy in respect of city water supply scheme: Let us 
assume that government has . constructed the Protected Water Supply 
Scheme for city A at a cost of Rs. 40 lakhs and the estimated capacity 
for supply is 20 lakh gallons per day. The cost price per 1,000 galions 
on the basis of no profit and no loss, but which includes provision for 
depreciation, rate of interest on the capital and annual maintenance 
charges, is Rs. 2 and the daily cost of production is Rs. 4,000. But the 
demand for water at this price is only 4 lakh gallons per day as against 
the estimated supply of 20 lakh gallons. 

Now if the price is reduced to Rs. 1.50 per 1,000 gallons the 
demand for water would go up to 10 lakh gallons and if it is further 
reduced to Rs. 1.25 it would go up to 16 lakh gallons, and finally 
if the rate is brought down to Re. 0.75 the demand would be 20 lakh 
gallons per day. 

Now the question is which should be the price fixed for the supply 
of the water in the above case? 

Let us analyse the considerations that should govern us while fixing 
the prices in such cases: 

(n) Utilisation of existing stock of capital. 

' [h) Total revenue. 

(c) Net loss. 

From the point of maximum utilisation of the existing stock, /.e., the 
utilisation of the available supply of water, the maximum benefit would 
be derived when all the available supply is consumed by the people for 
whom it is meant. This can only be ensured by fixing the price at Re. 
0.75 per 1,000 gallons. 


e per 1,000 

Total quantity 

Total 

Net 

gallons 

of demand 

revenue 

loss 

(Rs.) 

(Gallons) 

(Rs.) 

(Rs.) 

2.00 

4,00,000 

800 

3,200 

1.50 

10,00.000 

1,500 

2,500 

1.25 

16,00,000 

2,000 

2,000 

0J5 

20,00000 

1,500 

2,500 
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But from the point of total revenues and net loss, the position would 
be quite different. Only when the rate is at Rs. 1.25 we would be able 
to earn the maximum revenue and the net loss would be less than all 
the other situations. Besides there would be scope for further develop- 
ment and increase in the rate as the demand is likely to increase in 
future and the demand can be met within the existing supply. 

In the above circumstances, the public interest would be best served 
by fixing the rate at Rs. 1.25 per 1,000 gallons, as then, the national 
interest, considered from all points can be best served. The position in 
each case is illustrated in Diagram 2, 

The above example would only show that there cannot be any hard 
and fast rules for the fixation of the prices and it will have to be a prag- 
matic approach depending on circumstances. □ 



Efficiency and its Evaluation in 
Public Enterprises* 

Parmanand Prasad 


T he recommendations of the sub-committee of the Congress 
party in Parliament on “Parliamentary Supervision Over State 
Undertakings”! (Chairman: Shri V.K. Krishna Menon) have been under 
consideration by the government for quite some time now. One, among 
the other recommendations of this committee, related to the appoint- 
ment of a separate committee of Parliament for examining the working 
of public enterprises. In India, opinion in favour of such a committee 
began to be canvassed since the late speaker of the Lok Sabha, Shri 
G.V. Mavalankar,^ wrote to the Prime Minister “that there was a gene- 
ral feeling that a standing Parliamentary Committee might be appointed 
to see, from time to time, how these corporations, etc., were working and 
to make suggestions for improvements”. The idea behind the establish- 
ment of such a committee has been borrowed basically from Great 
Britain. The British Select Committee has, so far, done a good job and 
has produced four first rate reports. In the opinion of many experts, 
however, the defect of the British model is that there is no provision of 
expert advice to aid the committee.® It may well be that, in the process 
of imitating, we may blunder into the folly of the British model. It is 
being said that if the British Parliamentary Committee can do without 
such an aid, why must we have it. It is also being urged that we should 
wait till either the British have it and prove its worthwhileness or the 
members of the Indian committee make a demand for it. In this con- 
nection Prof. Hanson’s view! that, “an effectively staffed organisation 

•prom Indian Journal of Public Administration, Vol. VII, No. 1, 1961, pp 39-56. 

J Parliamentary Supervision Over State Undertakings, Report of the Sub Committee 
of the Congress Party in Parliament, New Delhi. Congress Party in Parliament, 1959. 
p. 38, para 110. 

sWilliam A. Robson, Nationalised Industry and Public Ownership, London, George 
Allen and Unwin, 1960, pp. 203-1 1. 

^A.H. Hanson, Public Enterprise and Economic Development, London, Routledfe 
and Kegan Paul, 1959, p. 3S7. 
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for checking the efficiency of public enterprises is a ^western luxury’ ”, 
is also being freely— rather too freely — used. 

It would be wrong to claim that there are enough cost accountants 
or well informed managers in the country to do the kind of job expected 
of them in the west. It may also be true in some respects that it would 
be a -misapplication’ of scarce and valuable manpower to use such 
talent as members of the internal or external audit units instead of asking 
them to run enterprises directly. Although it would be unfair to say that 
improved methods of management functioning are completely absent 
from the Indian scene/ from information available from the enterprises 
and other sources/ it does not appear that there are in vogue any 
systematic and improved costing, budgeting and internal or external 
evaluation methods. The absence of such a system is only partly due to 
the scarcity of personnel. The lack of sufficient awareness about the 
importance of the need for the control of cost and the maintenance of a 
high level of efficiency, it seems, accounts for it more.'^ 

The performance of public enterprises was the subject-matter of a 
debate in the Lok Sabha on the 13th and the 1 4th December, 1960. The 
discussion was raised by Shri H.C. Mathur (Congress) who wanted 
Government to come out with its decisions on the recommendations 
made by the sub-committee of the Congress party in Parliament on 
State Undertakings. Shri Mathur complained of scanty reports, insuffi- 
cient discussion in Parliament, defective staffing pattern and a return of 
less than 5 per cent on an investment of about Rs. 170 crores in the 
public enterprises. Some members, who took part in the debate, were, 
however, very critical, in fact — in some cases almost cruelly so. For 
example, Shri R.K. Khadilkar (Independent) described the public sector 
as a Tunctioning anarchy’. Shri Jaipal Singh (Independent) complained 

^'‘Some of the Indian enterprises are quite ahead in this respect. The Hindustan 
Aircraft, the Indian Telephones, the Chittaranjan Locomotives and the Steel factories 
have set up some kind of labour norms for production. They have got Industrial 
Engineering Divisions as well. Work study, quality control, setting up of standards 
regarding the use of raw materials, fixation of targets of output for direct workers and 
other methods of cost control are in use in the D .D.T. factory, Sindri Fertilisers, the 
Hindustan Aircraft, and the Delhi Transport Undertaking, The Indian Railways have 
established efilcicncy units. The Indian Airlines Corporation has also moved in this 
respect after the publication of the Report on the Cost Structure of the Indian Airlines 
Corporation in 1959. 

^See, for example, Mepart on the Cost Structure of the Indian Airlines Corpora- 
thn, Ministry of Transport ar.d Communications, 1959, p. I, paras 2, 9 (ib)(c) 
and (.7). 

■'Reference may also be madetothe 9th and 16th Reports of the Estimates Committee 
(First Lok Sabha), 19th Report of the Estimates Committee Lok Sabha), and 

Report on the Cost Structure of the Indian Airlines Corporation opPeit, See also Parma- 
nand Prasad. Some Economic Problems of Public Enterprises in india^ LeideU| H E/ 
Stenfo 1 1 Kroese, N.Y,, Chapter I{|. . 
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of ‘profiteering’ by them. Other members, like Shri Morarka (Con- 
gress), alihcHigli sympathetic, ' were, however, critical in softer terms. 
According to Shri Morarka the reasons- of iiieileclive functioning were 
two: (a) dearth, of management talent, -and (/i) abundance of funds which 
.made iiiaiiagement treat public money with a certain amount of .'laxity’. 
Shri Aurobindo Ghoshal (.Forward Bloc) made some valuable sugges- 
tions. He said that unless . the administration was streamli,iied, wastage 
avoided, overhead expenditure reduced and costing system introduced, 
the consumer would not benefit. The Minister of .Industry, -Shri' 
Manubhai Shah, said, that the public undertakings were doing fairly' well. ' 
As an evidence of this he put forward the following pleas: (a) that, for 
the Third Plan, the public sector was likely to yield Rs. 440 crores net 
surplus after providing for all encumbrances and depreciation, and (b) 
that the greatest contribution of the public sector was not its production 
or leadership or the social approach to avoid concentration of wealth but 
the great amount of training it had provided for young men. 

There can be no disagreement with the above claim of the Minister 
that, by and large, public enterprises in India have done pretty well. But 
must tins lull them into inactivity and make the managers rest on their 
oars? Efficiency is not a static concept. One must try to move from the 
existing state of efficiency to a better one. The points which Sliri 
Ghoshal raised, therefore, deserve the deepest consideration. Not much 
thinking, however, has so far been done on this important issue in this 
country.'’^ There are two aspects of the question —organisational and 
conceptiial. In this article an attempt has been made to discuss some 
coiiceptual issues only. The treatment has therefore become somewhat 
abstract. Although a few references have, at relevant places, been 
made to some organisational aspects of the question, for lack of space, 
a fuller and systematic discussion of this topic does not find place here, 

THE VARYING INTERPRETATIONS OF EFFICIENCY 

their work, Ye shall know them” is an old but wise Biblical 
saying. It applies to public enterprises as well. There is no other way 
to judge their overall efficiency except by results. Efficiency, as Sir Frank 
Tribe put it, is an eminently ‘pragmatic virtue’*^ and can be judge by 
no standard other than the objectives that motivate work. But here is 
the real rub. There is no or little agreement about what is to be judged. 
People with entirely different views about public enterprises sometimes 

"^Measurement of Management in the Public Sector, paper of the Indian Institute 
of Public Administration to the ECAFE Seminar on Management of Public Industrial 
Enterprises, New Delhi, December 1-11, 1959. This is the single systematic contribution 
available. 

^Frank Tribe/Efficiency in the Public Services'’, Pubilc Administration, VoLXXVII, 
Autumn, 1949, p. 160. 
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look for the realisatioii of objectives which are contradictory in nature. 
There are people who think that a public enterprise is a business enter- 
prise and that is all. The protagonists of this view expect the enterprise 
to function strictly on business lines and reject the Webbsian idea of 
functioning in the open searchlight of public opinion. They hold that a 
public enterprise should ‘hiot be required to assimilate its conditions of 
work or rates of pay to those suitable for non-commercial activities’ h 
They advocate that employees of the enterprise should not be ‘‘provided 
amenities beyond the scale that would be provided by the best private 
employers” and as a justification urge further that “customers of State 
enterprises have given no mandate for employment conditions better 
than the best they themselves enjoy 

An entirely opposite view can also be very legitimately taken. 
Socialists, for example, try to judge efficiency by the extent the enter- 
prise comes up to their expectations in respect of wage leadership, 
workers’ welfare, change in human nature and attitudes towards work. 

The whole question of evolving the criteria of efficiency for the 
working of public enterprises is bedevilled by the mixture of the sub- 
jective and the objective. Among intellectuals, who try to analyse the 
concept impartially, the same difficulties come up under a seemingly 
very innocent-looking term ‘public interest’. 7*he whole trouble arises 
because the public are not only interested in economic and adequate 
product or service but such product or service which may be acceptable 
to them on their own terms. They demand more than efficiency. They 
ask for acceptability both in respect of content and methods. This 
complicates issues because it “involves imponderables of attitudes and 
responses that are not capable of objective statistical treatment — but 
which may in some circumstances be more important to the consumer 
than efficiency’’.^^ The difficulty is that, like so many terms having a 
very large and indeterminable connotation, the term ‘efficiency' is so 
wide and porous that there is little interpretation that it can successfully 
resist. Some of the implications of this term in their qualitative aspects 
are so entwined with ^values' held in the society at any particular 
moment of time that any attempt to find a single set of formulae 
whereby all the dynamically transientand diverse ends envisaged by 
people could be harmonised would necessarily end in a wild goose chase, 

THE ISSUE OF PUBLIC INTEREST 

Value considerations enter the field through the term 'public 
interest'. It goes without saying that public bodies must serve public 

^^R.S. Edwards and H. Townsend, Business Enterprise— Its Grewth and Organisa- 
tion, London, Macmillan, 1958, p. 515, 

iiW.S. Steer, ‘‘Measuring the Public Services”. Public Admimstrati on, Vol. XXX, 
Winter, 1952, p. 315. 
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interest. The difficulty, however, arises when a dissection of this elusive 
term is attempted. The meaning and content of this term vanes from 
time to time. Even in a given moment of time, it is not always possible 
to provide a list of what is contained in the bag of this firm. Not unoften 
straime bed-fellows may co-exist. The principal difficulty arises due 
to the mk-upof non-commercial considerations with the commercial 
ones. Such a mix-up takes place when a justification is sought for the 
provision of differentials or special price advantages to particular 
groups of customers. The usual examples often cited are preferential 
rates recommended for electricity supply to rural areas, the opening of 
a new railway line in a new or sparsely populated region, the provision 
of postal and telegraph services at a loss, subsidisation of irrigation and 
maLre. Many more examples could be given. To mention just one 
more. It is not unoften the case in under-developed countries that some 
imports are either totally prohibited or partially controlled on grounds 
of foreign exchange difficulties. Finding this to be an ideal situation for 
making high profits, let us say, some enterprising businessman asks for 
permissio; to instal a factory for producing it in the country He may 
seek permission for foreign exchange for the import of machinery and 
raw materials and argue also that it would be in national interest be- 
cause it would provide employment and add to the national income. But 
the government may consider all these considerations of less importance 
relatively to other better and, in the long run, more advantageous uses 
of the foreign exchange required by this man. In such a case the 
dmand of the private manufacturer may very justifiably be rejected on 

grounds of public interest. . , 

Public interest may appear in the guise of a more general econo- 
mic phrase, i.e., “serving the general economic objectives of the com- 
munitv” This may refer to such large questions as full employment, 
Ziuble distribution, price stabilisation, contra cyclical operafons 
overall balance in resource allocation, correct, on of sectoral and aona 
^balances in development, etc. The pursuit of many of these innocent 
and otherwise 'desirable' aims may very often be m conflict with the 
^mediate realisable gains expected of particular enterprise •- The issue 
X also arise from considerations of national defend, cultural pursuits 
rndeven temporary political questions. The subsidisation of atomic 
mlrch, intetnaUonal airlines, help to broadcasting and socio-economic 
institutions are other familiar examples. 

ii!“The performance record of the nationalised industries has been the subject of 
ineperiorii „-„-rnment official. Parliamentarian, layman or economist 
lively 21 it Tffie bak orc;nw often not clearly defined, of how 

attackmgor de enffingu onthe In’ practice the record is a highly 

Serie and defies simple description or evaluation.” See W.C Baum TAe French 
Somy and the State, New Jersey, Princeton University Press. 1958, p. 223. 
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It wiii be seen from wliat has been said above in an illustrative 
manner that the question of the assessment of performance in the very 
general context of whether public enterprises are functioning in the 
national interest can, at best, be answered in overall terms. 

DEVELOPMENT OF EVALUATION CRITERIA 

For purposes of analysis it may be of advantage to separate the 
means from the ends. This may enable the evolution of two sets of 
criteria^^-— one regarding the methods of functioning and ends which 
are quantifiable and the other regarding ends which involve qualitative 
judgment. Such a self-imposed limitation on discussion is by no 
means an indication of any under- valuation of the question but only 
a reaffirmation of its importance and a frank admission of the 
inadequacies of quantitative appraisal. Sometimes, however, too much 
may be made of the term ‘public interest'. It may be used as a cover 
for all ‘sins'. The existence of ‘public interesf does not mean ‘less 
cost consciousness'. In fact, it should mean more of it. But not unoften 
one hears generalist administrators boasting of their lack of care for 
‘annas and pies’ and even saying that they do not like to waste time 
over checking accounts. For them the least one can do is to recommend 
to government to place on the doors of public enterprises what Plato 
did in his Academy “Entry forbidden to any one who cannot appreciate 
the importance of the figures”. There are many aspects of problems 
concerning public interest which are quantifiable.^^ Methods devised for 
this would, however, have to be different. 

SOME METHODS OF EVALUATION 

While giving his evidence before the Coal Industry Commission 
in 1919, Mr. Sidney Webb recommended the following for measuring 
the efficiency of public enterprisesP^’^ (/) Accurate measurement; {U) 
complete publicity; and (ni) continuous comparison. In their famous 
work, ‘The Constitution for a Socialist Commonwealth of Great Britain', 
Mr. and Mrs. Webb reiterated the same with some explanations. They 
recommended the “systematic organisation of comparative statistics of 
outputs or results in the various parts of the service, of detailed costing, 

i^This separation of subjects need not necessarily mean the establishment of 
different evaluation nnits. It should not also mean that Parliament in its capacity as 
the ultimate forum for passing judgment regarding the performance of public enter- 
prises would become redundant. 

i^For example, the achievement of a high quality of production and service mea- 
sured by national and international standards; reduction of costs, and increments in 
returns on capital, contribution to national income and fulfilment of Plan targets. 

i^Evidence of Mr. Webb quoted in A.H. Hanson, “Report on the Reports — 
The Nationalised Industries, 1950-5P’, Public Administr at ion, Vol. XXX, Summer, 
1952, p. 118. 
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of coiitiii'iious test audits and of sample inspections'’,. They'. also pleaded 
for organised study of. other' analo.gous . adnii'.!iislrations” a.iid 

‘'original research into , the subject matter with a view to ■ new discove- 
ries”. . It is ha'If a ,centu„ry now that they wrote these words .but it Is very 
difficult to say if they. have been .given -eifec't .to even iiow,i.ii, a'.iiy co'Uiitry, ; 
Sir .Frank Tribe, referring to the usefulness of comparative data, .has 
suggested that they should be classified into four categories: (I) iiile.r.- 
period, (2) international, (3) inter-departmental, and (4) inter-regioiial or 
inter-o,ffice4^' .A lot can be said in favour of all these provided it .may 
be possible' to devise methods to give due weightage to facts which... are 
supposed to be acting as ca'uses. Let us take a 'few sinip'Ie cases, to 
explain this farther. 

Some people advocate comparison of tlie achievements of public 
enterprises with those of the private sector. If such an evaluation was 
done scientifically and with reference to the comparables, there could 
perhaps be little to object to. But since such a plea is usually associated 
with persons whose love for the public sector is not above doubt, it has 
not found many supporters. There are other reasons too why this device 
has received qualified reception. Firstly, common denominators for 
making such a comparison exist only for a limited field of activity. The 
difference in motives of operation accounts for this. Secondly, there are 
difficulties in making over-time comparisons. Significant differences in 
the objective situation sometimes take place between two time periods 
regarding such vital matters as cost-demand relationship and techniques 
used for production. Thirdly, difficulties in comparison may also arise 
due to differences in age, method of raising capital, additional cost on 
account of the payment of compensation, change in the ratio of fixed 
investment and so on. 

Attempts at international comparisons are still more difficult.^ A 
comparison of productivity indices sectionally and cross-sectionally in 
several time sequences may, perhaps, be of some real help. This may 
not, however, be easy because it involves the conversion of a large 
number of iioii-homogeneous data relating to inputs and outputs into 
homogeneous units through the complex process of weightages. In dis- 
entangling the causes from the effects and giving to each its exact due, 
the evaluator will come across many conceptual difficulties. The evalua- 
tor will have to reconcile the differences between market and social prices 
n^Sir Frank Tribe, op^ ciL^ p. 162. 

A comparison of performance of, say, a DTU Bus driver with his counterpart in 
London would be wrong. Apart from other variables one would have to take account 
of the nature of the capital equipment, the condition of the road and the behaviour of 
men and even stray animals. The British Parliamentary Committee’s report on the 
operation of the BOAC contains satisfactory comparison. See Report from the Select 
Committee on Nationalised Industries (Reports and Accounts), HC Paper 213/1959, 
HMSO. 
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of the factors of production. This is concerned with only one time dimen- 
sion. He may also have to assign monetary values to transactions co- 
vering diflerent dates in the life cycle of the project so as to bring 
about homogenisation of values for purposes of comparison. To all this 
should also be added the difficulties involved in the examination both of 
the direct and the indirect effects flowing from the activity under evalua- 
tion. 

It is also not unlikely that the focus of attention of the evaluator 
may, in this process, get such an exaggerated value that what is only a 
contributing factor may be regarded as the determining factor. For ex- 
ample, if the evaluator happened to be particularly interested, say, in 
labour productivity, he might compare two units of business enterprises 
with reference to this single factor only and pronounce the judgment 
that unit 'X’ is better than ‘YV without taking into account differences 
regarding several other factors of no less importance like capital com- 
position, skill of labourers, etc. It is obvious that conclusions derived 
thus will be only partially valid. One final point: Institutionalisation of 
appraisal requires standardised methods of judgment. In any act of 
evaluation, it is not only the institutions which will be judged but men 
also who run them. In this respect judgment will naturally be less quan- 
tifiable for it is difficult to find standard data about such an unstandard 
being as the human individual. Moreover since the benefits of the public 
sector are mostly infra-structural in nature, they will appear only in 
terms of social overheads. The usual performance tests will therefore 
not apply. Other tests like the national income test or contribution of 
the public sector to national savings, may have to be applied. Although 
such a line of thinking might prove to be of help, there is not enough 
literature available on the subject to go by.^® 

The catalogue of difficulties cited above was not meant to suggest 
that the subject is so hopeless that nothing need or can be done in this 
respect. So much depends upon the working of these viable and vital 
economic institutions that some way out must be found to explore as 
exactly as possible whether and how far they are working economically 
and effectively. It is quite obvious that such an exploration cannot 
satisfactorily be done by Parliamentary committees unaided by expert 

i^Prof. J. Tinbergen has done some pioneering work iii this respect which is con- 
tinuing in the Division of Balanced International Growth at the Netherlands Institute 
of Economics, A glimpse of this research may be found in Prof. Tinbergen’s report to 
the International Bank for Reconstruction and Development, The Design of Develop- 
ment, 1958. In respect of savings as a criteria, reference may also be made to the work 
of H.L. Mazumdar, Busmess Saving in IndiayGtomngm, J.B. Welters’ Publishing Co., 
1959, pp. 225-227. See also “Efficiency under Nafionalisation and its Measurement”,* 
by P. Sargant Florence and Gilbert Walker in W.A. Robson, ed., Problems of Nationa- 
lised Industry, London, George Allen & Unwin, 1952, Chapter XI, pp. 195-207. 
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advice3-^ It.caiiiiot also be done by 'an audit organisatioii which, is 
innocent of the .special needs and hurdles of the business world. In 
most cases investigations conducted by such a body would tend to be 
sporadic, ex' paste and. excessively ■ juridical.' While such investigations 
might succeed ■ in iiuiking management pennywise and extra-conservative 
in taking any new course of action, it is doubtful if they will enlighten or , 
enthuse it. 

ORGANISATION OF EFFICIENCY AUDIT 

It appears quite clear that such an audit will have to be done at two 
levels by two different agencies — one internal and the other external. 
The former may be called Internal Efficiency Unit and the latter Effici- 
ency Audit Bureau. The reasons why the establishment of two units is 
being suggested are the following: (a) to provide a safeguard against 
duplication of work, and (b) to protect the operating unit from too 
many 'good ideas’ and 'canned’ programmes emanating from persons 
who take no responsibility for execution. It is not necessary that the two 
organisations mustcome into existence simultaneously. The establishment 
of the former may either precede or follow the inauguration of the latter. 
In fact, pending a comprehensive change in the budgeting and account- 
ing procedures; reforms could be introduced in phases. This will mean 
slow progress. But it cannot be helped. Most countries and certainly 
under-developed ones do not have enough men with skills to do the 
job.‘*^^ The quarrel on this point seems to be of the nature of 'the hen and 
the egg’ controversy. What is important is that an improvement even in 
one phase may stimulate and call forth similar improvements elsewhere. 

FUNCTIONS OF THE INTERNAL UNIT 

The function of the internal unit would be to provide expert staff 
aid to management. The function of the external unit would be to 

i^Writing on this issue. Prof. Robson said: “A select committee of this kind could 
only be effective if they had at their disposal expert guidance similar to that provided 
by the Comptroller and Auditor-General (with the Exchequer and Audit Department) 
for the Select Committee on Public Accounts. This function might be performed by 
an audit commission such as I have suggested. The efficiency audit is thus not incom- 
patible with the proposal for a select committee on public corporations An organ of 
this kind may even be a necessary corollary of the select committee idea. Nevertheless, 
we could have, an audit commission without a select committee of Parliament- It is 
possible however that the two devices in combination might produce the most effec- 
tive results”. Problems of Nationalised Industry^ op. cit., p. 322. 

I he fact, although contested, was stressed by Prof. Flanson and Mr. Ronson 
during the ECAFE Seminar at Delhi. For a summary see Report of the Seminar on 
Management of Public Industrial Enterprises in the ECAFE Region, 1-11 December, 
1959, pp. 4-5. Mr. Ronson has again made the same point in one of his recent articles. 
See George Ronson, ‘‘Accounting as an Aid to Management”, Productivity^ (Journal 
of the National Productivity Council), Vol. 1, No. 6, Aug-Sep. 1960, pp. 435-445. 



204 PiibUc Enterprises 


evaluate it for purposes of reporting to Parliament. The former would 
conduct audit Tor' management as distinct from audit "of’ management 
which would be done by the EfBciency Audit Bureau. Some kind of 
working relationship will have to be established between tliem.''^^ 

If proper coordination could be established between the internal 
and the external audit, the latter would be strengthened and helped to 
appraise management functions better than is the case today-^^ The 
very character of external audit would change from mere verification 
of the sample of functions taken at random to measuring the eflective- 
ness of the management as a whole. If this happened, as it is hoped, 
Parliament and the Government might not find themselves constantly 
faced with the problem of taking maximum responsibility on minimum 
of information. 

The execution of economic policy needs to be continuously aided 
by facts and figures critically examined both in the background of set 
aims and scientific principles of working so that the maximum could 
be procured from the means employed. Such a continuous study would 
be required for two purposes: {a) to provide knowledge to management 
for controlling its execution, and [h) to supply reliable information to 
the Efficiency Audit Bureau for evaluating performance and testing 
executive policy. 

All planning starts with the appraisal of the given situation and 
execution moves from one situation to another. Both these require 

-^The internal unit would be organised as a staff agency under the budget and 
accounts department, 

““Although some of the functions performed by the internal unit might be of the 
nature of pre-audit, it would be different from it in the sense that it would be a conti- 
nuous audit. The function of pre-audit is necessarily negative in the^ sense that it 
seeks to check the occurrence of irregularities. Continuous audit, on the other hand, has 
a positive function to perform. Pre-audit generally refers to the system by which prior 
control over government expenditure is exercised by one or several agencies empowered 
for the purpose. It is distinct from post-audit which refers to checks of expenditure 
after they have already been made. Pre-audit sometimes leads to over-control through 
the requirement of obtaining counter-signature of a number of documents and 
vouchers by a number of persons in the hierarchy of the department making the 
payments. Most often this involves the examination of a variety of papers over and 
over again for ascertaining correctness and legality. It creates an ' ‘inevitable tendency 
for duplicating effort, excessive delay and inefficiency in the transaction of government 
fiscal efforts”. Instances in support of the above contention are available from several 
countries of South America. The remedies sought by these countries have been worse 
than the disease. They have gone from ‘over controP to a system which Prof. Harold 
Sidman rightly regards as a negation of it Much of the confusion it seems has occurred 
due to wrong motivation and faulty organisation. Any such agency which acts merely 
in the negative sense will fail to achieve the essential function of acting as a unit whose 
main function it is to continuously report to management about performance as it 
takes place so that management could improve its operations in the light of knowledge 
thus gained- Also see Government Accounting and Budget Execution, XS'H, 1952. 
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collection and analysis of data not only in terms of the present but also 
of the past so that correct evaluation could be made. Such a kind of 
service to management is required because very often it is found that 
either policy lias, not been carried out as it was intended by the policy- 
makers or, at least, it has not worked out in the manner optimistically 
expected or, might: be, some new development has suddenly intervened. 
There might be various reasons of divergence between policy aiid execu- 
tion. There might be lack of coordination in the spread of knowledge 
about aims at the top and levels lower down or might be that overall 
aims were known to all but there was deficient understanding about 
important questions of details or there might be downright error in 
execution. More complicated reasons for this divergence might some- 
times come from exogenous sources. Optimistic forecasts might have 
been built on superficially known facts or unforeseeable autonomous 
forces might have intervened. 

Internal efficiency unit, if established, should be able to locate the 
places of divergence, find the reasons thereof, and provide guidance 
and knowledge to management to take care of these aspects of the 
question and serve as guides to management for purposes of effecting 
continuous correction and achieving a state of efficient functioning 
acceptable to all concerned. Its two broad functions would be atten- 
tion-diverting and problem-solving. Since many of the tests and cont- 
rols which will be vital for the internal efficiency unit may be of vital 
interest to management also, a system of mutual consultation and co- 
operation must be established from the very start. It will be well to 
realise that better performance, lower costs, reduction in wages, etc., 
neither trickle from the top nor well up from the bottom. Ail these 
take place on the basis of a two-way traffic. For such a mutual under- 
standing to thrive, it is important that each party should keep strictly 
to its tract. 

The internal efficiency unit will have only staff functions. It should 
be content with just Miolding the mirrori to the management. It is 
for management to take the lessons or not. Its main function would be 
to supply timely information to management about operations in pro- 
gress. The quickness with which this unit can transmit reliable — not 
necessarily perfect data to management about the nature and place where 
deviations are taking place or are going to take place would measure 
its efficiency and provide clues about the adaptability of the organisa- 
tional structure devised for performing the task. Similarly the extent 
and manner in which management responds to it and takes appropriate 
action in time would measure its efficiency. 

For this unit to function effectively a number of changes will have 
to be brought about in the accounting, budgeting and reporting systems 
of individual enterprises. Much will depend upon these changes. 
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Utmost care, therefore, must be taken before introducing them. It may 
even be wise to go by steps or else it is quite possible to be so condi- 
tioned in mind as to confuse the means with the ends. The creation of 
a built-in control system may turn out to be a big deterrent and 
initiative may be stifled. It would be a bad day for all concerned, if 
manageinent ceased to take calculated risks. Rigidity acquired thus 
may turn out to be worse than that which already exists. The rationale 
of all institutional changes in the accounting and budgeting practices 
would ultimately lie in the capacity of these changes to record the 
present events as correctly as possible and to indicate the future as 
reliably as possible so that something could be done about them in time. 
The aim would not be to attain perfection but to achieve results better 
than in the past. 

Many of the defects of the present system of accounting in public 
enterprises stem directly from the fact that it is more repetitive than 
reportive. If, instead of this, centrewise reports regarding receipts, 
expenditures and obligations relating to the performance of specific acti- 
vities were submitted periodically to the relevant supervisory levels of 
the organisation, both comparative and indicative data would be availa- 
ble to management so that it could take such corrective steps in time 
as it deemed necessary. Timely action is very important in all activities 
but in business enterprises a special significance is attached because here 
it is the degree of success achieved in handling the problems of change 
which largely accounts for the difference between success and failure.^® 
At the moment, for lack of, adequate timely information, management’s 
attention is not drawn towards reductions on items which call for them 
but it escapes them because of their lying undetected at isolated places. 
Savings on their account might not be insignificant or less important. 
In fact such savings might be better than the spasms of cost-reducing 
activity which sometimes follows occasional eificiency drives organised 
by management. Hectic and sporadic cost reduction might, in fact, 
harm the organisation and leave scars behind. Permanent benefits 
ensue only from smooth action. A mere increase in the supervision of 
work, for example, may spell a difference in performance in quarters 
unsuspected of yielding such a result. 

Since the purpose behind the proposed system would be to inform, 
it would reflect management needs. Each centre of performance would 
have its own operational account indicating: (a) appropriations and 
apportioiimeiits available to it, (b) encumberances and disbursements 
charged against (if/) above, (c) revenues and expenses embracing assets 
and liabilities relating to programmes, and (cl) property accounts integra- 
ted with fiscal ones on the basis of up-to-date prices. The cash basis of 

a static situation also such information would be useful 
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account, is incapable of doing all this even, if the books be ..kept' open; 
till after the close of the financial year. Some sort, of the account .would 
have to be adopted. This would enable records regarding revenues . and: 
expenditures being .kept in. actual , terms. In tliis^ system' .in veiitorie.s. 
would, not be .recorded .as cost so long as they, were not actually .used. 
The advantage of this system would be that it would provide manage- 
ment with data regarding unit costs. Many more suggestions could be 
inade.^^ 

THE ROLE OF BUDGET 

Before leaving this topic of internal audit, it is essential to say 
something about budgetary reforms as well because budgeting and ac- 
counting are twin set tools in the hands of management — one a priori and 
the other a posteriori. The former expresses the costs to be incurred and 
activities to be executed and the latter the expected course of costs and 
activity step by step, section by section, time by time, throughout the 
projected period of the plan of activity of the business concerned.^^ 
Alteration in demand conditions and price levels, etc., call for a continu- 
ous reshaping of business budgets. They have, therefore, to be relatively 
more flexible than government budgets.^*^ It cannot be said that the 
existing devices for bringing about flexibility are good for modern 
government, but they are certainly not adequate for business enterprises. 
For them long-term, short-term and current budgets require to be fram- 
ed. The long-term, budget may run over a period of, say, 10 years or 
over. The short-term budgets may be divided into two parts, one cover- 
ing the plan period of five years or so and the other the financial year. 
The current budget should preferably correspond to the cycle of produc- 

difierence between the objective standards set for sacrifices and the quantify 
of materials actually used up would yield data regarding costs in physical terms while 
the difference in price between the time of acquisition and final sacrifice would give 
information regarding costs in financial terms. Such a system of accounting would help 
management to make realistic allocations towards replacements also. 

25Abram Mey, Rapport de P Institut neeriandais des Sciences Adminisiraiives, 
Istanbul, International Institute of Administrative Sciences, 1953. 

^<5The usual techniques for bringing about budget flexibility in Government gene- 
rally are the following, (a) To make lump sum appropriations rather than itemised 
appropriation thus giving authority, freedom to manipulat funds according to needs. 
(b) To makes itemised appropriations in most cases but leave a sizable amount in the 
category of lump sum grant from which reallocations are made on the discretion of the 
authorities concerned, (c) To create a revolving fund which does not lapse with the 
close of the financial year but is carried forward automatically, {d) To create a contin- 
gency or emergency fund out of which unforeseen expenditures might be met. (e) To 
authorise departments on the sanction of the Ministry of Finance to transfer payment 
from one appropriation account to the other. This it may be noted is subject to abuses. 
For details see Manual on Economic Development Projects^ UN, 1958; also Government 
Accounting and Budget Executicn, UN, 1952, 
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tioii. It should be' broken up into different task" components representiiig 
the various centres of performance within the organisation. Near and at 
the floor level the budgets , should be 'prepared in physical terms, but 
higher up: it should be both in physical and current price terms. The 
authorisation 'budget expressed in financial 'terms is concerned with the 
legality of expenditure and the competence of the executives making it. 
The current budget formed on the basis of tasks would be, concerned 
niore with the quantity and quality of sacrifices unavoidably required in 
' the techno-economic sense in a unit of time and for a unit of product. 
This budget will be primarily concerned with the efficient use of resour- 
ces. This will^ therefore, be essentially a cost budget. 

The operation of these two types of budgets simultaneously within 
the enterprise would: {a) open the possibility for comparing differences in 
real sacrifices between two time periods in terms of physical outlays, and 
(b) provide basis for comparing differences between expected and actual 
costs both in time and overtime. A proper integration of such a budget 
with the kind of accounting system as has been outlined above would 
enable management to study the nature, extent and causes of variations 
with reference to standards of targets initially set. This will make budget 
forecasts normative for purposes of execution. Execution itself, in its 
own tuim, would become normative for verifying budget forecasts. A 
two-way control system would thus come into existence in the aid of 
management. Most normal irregularities and inefficiencies would thus 
be sandwiched between the two blades of the scissors of budgeting and 
cost accounting and differences between the forecasted and actual data 
would provide indication of changes in conditions and circumstances, 
s.which, in their own turn, might once again, be subjected do further 
factual study and investigation. It is thus that efficiency, if defined as the 
most effective application of skill and effort to the acquisition, conver- 
sion, and distribution of goods and services at the technically and econo- 
mically unavoidable minimal cost, can be controlled and realised. 

It may be said that the system outlined above would be too com- 
plicated to be useful. Although such a criticism would be wrong, it must 
be conceded that it would not be very easy to adopt it all at once. The 
first thing is that there should be a planned programme in existence so 
clearly defined in ils objectives and targets and so agreed upon by the 
staff concerned that there is no confusion about it either on paper or in 
mind. The second important thing is to introduce a system of delegated 
responsibility in spheres where needed. Persons in charge of the centres 
of performance would be the obvious choices for this. Responsibility 
and authority must go together. The formulation of the budget on the 
pattern outlined above will be the third step. Reforms in the account- 
ing system may follow it. Obviously these tools of management would 
be crude in their beginning but constant use will make them refined and 
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economic. Onca management begins to have on its table comparison of 
performance with reference to targets by months, quarters and years in 
order to be able to judge the historical pattern of progress of the busi- 
ness it will itself be interested in fostering and developing such internal 
reporting mechanism. 

It is not suggested that the techniques indicated above exhaust the 
field. Better techniques would evolve through practice and experience. 
What is important is to realise that efficiency, like liberty, is a matter of 
eternal vigilance and there must be some body inside the organisation 
constantly toremind those working in it about its need. 

DANGERS OF EXCLUSIVE RELIANCE ON COST-BENEFIT RATIO 

It would not improve matters if efficiency check-up was concentrated 
exclusively or even disproportionately on cost-benefit ratios in terms 
of existing market values and the entire area of long-term socio-econo- 
mic benefits arising out of functioning was left to be evaluated wholly on 
intuitive basis by the press, the public and Parliament. The cost-benefit 
ratio calculated in terms of the present market value has its uses in the 
current period for purposes of control but that is all. These ratios can- 
not become the standards of evaluation for long-term purposes because 
management excellence consists precisely in seeking to disturb and change 
these ratios. That which is sought to be changed cannot become the 
standard. It is standard only in the sense that the prospective ratio 
should not be worse than the present one. Proper efficiency audit can- 
not take place if tools are not evolved which give not only cost-benefit 
ratios of performance but also simultaneously indicate achievements in 
respect of the minimisation of social costs, augmentation of capital re- 
sources, provision of additional income and so on. As money cost ratios 
at current prices are of only limited value, opportunity cost ratio may 
not also be of much help in many cases. In some cases, as in the case of 
surplus labour, the opportunity cost in under-developed countries is zero. 
Moreover, how can one arrive at any opportunity cost ratio of current 
sacrifices of available scarce resources in, say, expenditures incurred on 
multipurpose river valley projects? Could any one say with any definite- 
ness if money spent on the Kosi project wouid have afforded better 
opportunity cost ratio if all of it were, instead, spent on the extension, 
say, of educational and research facilities. The real question is what 
the Kosi project actually does and promises to do for the expansion of 
productive facilities over a number of years in the general context of the 
economy as a whole. 

The above discussion shows the possible dangers in organising a 
separate audit department for efficiency check-up as a narrowly con- 
ceived agency based merely on input-output and cost-control theories 
of accountants. Cost accounting done on this basis will show only 
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one side of the ledger of performance, i.e., the efficiency of short-term 
performance in terms of the limited cost-benefit ratio. Therefore, while 
it is important that such a system should be there because it would 
provide an efficient tool for diverting management attention to existing 
deficiencies and mistakes, it should be realised that it is not enough 
because its capacity as a problem-solving instrument in respect of wider 
and long-term issues is limited. Efficiency is a dynamic concept. It 
would be wrong to regard existing efficiency as the best that could be 
had. It is in the interest of management to go on increasing efficiency. 
In private enterprise profit measures it in a rough way. But in public 
enterprises this test may or may not be there. Even if it be there, the 
problem is not solved because the concept of public interest is attached 
to its function in a rather peculiar way. Private enterprise may also 
(and often does) take care of public interest. Some of the progressive 
ones do come up well in this respect. But the consideration of this issue 
is ‘"not the first item on its agenda”. It is not being suggested that the 
time-old utility industry no-profit-no-loss Fabian thesis, which is some- 
times sought to be built into nationalisation legislations through require- 
ments regarding break even test, is always correct. In fact, it may not 
be conducive to the efficient use of resources. The decision in this 
respect should not ignore existing capital equipment, the general market 
situation, and the overall economic policy of the government. It may 
sometimes be good to work on profits and at other times even on 
losses. Moreover, a mere improvement over last year’s performance 
may not necessarily be an indication of the correctness of price-output 
decisions. ‘‘Past profits”, it has been well said, “invite confidence in the 
future, but they do not command it.” “Past losses”, similarly “test 
confidence in the future but they do not necessarily shake it”.^^ 

THE NEED FOR EXTERNAL AUDIT UNIT 

The cost accounting method of judgment needs to be supplemented 
by evaluation not only in terms of the existing plans but also in relation 
to various other indices, those of long-term plans such as those 
drawn by the Perspective Planning Division of the Planning Commission 
in India or else such an audit cannot easily escape being limited by the 
rigidities of evaluation done in narrow terms and ratios based on the 
ruling market value. To be really valuable it would be useful to take 
into consideration the relationship of performance not only in terms 
of the past and the present but also the projected future. It is thus that 
a full view of performance could be had. The enlargement of the scope 
(T work will require evaluation to be done in its various cost and time 

27Geoffiey Vickers, “The Accountability of a Nationalised Industry”, Fubiic 
Adfv.inl si ration^ Vol. XXX, Spring 1952, pp. 7180. Profits may accrue on account of 
conjectural circumstances management may have nothing to do with. 
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relationships. Obviously this function cannot be performed by ' the 
internal audit unit. This will have to be done by ^ the external unit. , 

There should be a separate independent statutory body called the 
Efficiency Audit Bureau-® under an 'Auditor General*® The indepen-. 
dent statutory existence of this body would enable the advantages of the 
existing organisation of the Comptroller.. and Auditor General to be 
kept in tact. Its functions would be: {a) to check accounts as per the 
authorisation ' budget in financial terms; {h) to check accounts in 
physical-cuiii-financial terms as- per accounts maintained and checked by 
the internal audit unit;, and (c) to make an overall assessment of per- 
formance keeping in view long-term trends and general national needs. 
The first, task' would not be different from the one . that is now being 
performed under the existing arrangements. The performance of the 
second task would be considerably helped if the internal audit unit 
already existed and business account was being maintained on the basis 
of a commonly agreed form. If, however, the external unit preceded 
the formation of the internal unit, forms of accounts for this purpose 
would have to be issued by it to the operating units so that they could 
organise their internal accounting cells accordingly. The purpose of 
accountability to Parliament in regard to what is happening to the 
money of the tax-payer would be served best in this manner because 
accounts audited in this way would certify not only the legality of ex- 
penditure but also its economic justifiability. Moreover such an audit- 
ing at two levels would create a correct type of cost consciousness. 
Management need no more be fearful of being judged by uninformed 
persons with the help of wrong tools and criteria. 

Thus, while the advantages of the existing type of auditing would 
not be lost, a more realistic auditing would come into being. The ques- 
tion may be asked here whether the new body would not interfere 
with the autonomy of management. This is a question concerned with 
the kind of relationship that might exist between the external and the 
intemal units. The fear may be genuine and also exaggerated. The 
dilemma is real and the only escape is through the establishment of 
cordial and cooperative relationships based on common motivation. 
Frictions there might be but they should be accepted as inescapable 
and in certain circumstances not entirely undesirable. Autonomy, after 
all, is not a principle or an end in itself. It is a means to an end. The 
real point is not interference with autonomy but irrational interference 

-^The term was first used in Public Enterprise, ed. Prof. W.A. Robson, Allen & 
Unwin, 1937, p. 380. See also Problems of Nationalised Industry, op, ciV., pp. 321-22, 
and Nationalised Industries and Public Ownership, op, at., pp. 195-207. 

29The ‘Efficiency* Auditor General might sit on the Parliamentary Committee and 
advise it in the same manner as the present Comptroller and Auditor General does ip 
the case of the Public Accounts Committeer 
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with it. The safeguard to initiative in respect of certain matters with 
management is essential and it will be in the interest of the external unit 
itself to guarantee it. Much would depend on the staffing of this unit. 
If the staff were drawn from the field of business there might not be 

much danger of non-business like interference. It is said that experts 

disagree too much. It might be true in some cases. But it is also true 
that when they agree, they agree too well. It may be also said that 
enough men with requisite experience and training may not be available. 
But this is no argument for not beginning with the experiment even on 

^ ^‘'ihl^thM most important function of this Bureau would be to take 
an overall long-term national view of performance. If this Bureau 
maintained a constant vigil on the enterprises through a systematic and 
continuous study of their accounts and problems in a comparative 
manner keeping in view their future in relationship to the economic 
needs of the nation, there is no reason why, in due course of time, it 
might not evolve correct methods and criteria for evaluation and indices 
which might give a correct or near correct view or the achievements of 
public enterprises to Parliament and to the public at large. Q 


3«The Commercial Wing of the Comptroller and Auditor-<?en?ral’s Office might, 
vfjry w©l], in due course, take Up the |o^‘ 



Audit and Accountability of 
Public Enterprises in India 
and Britain^ 


R.S. Arora 


D uring recent years, students of comparative problems of the 
public sector may have observed two distinct developments which 
appear, at first sight, more or less inconsistent, nay, even contradictory. 
These are: («) a rapid expansion of public ownership of strategic means of 
production and distribution as a worldwide phenomon;i and (b) a large 
scale awareness, even serious concern, about some of the complex pro- 
blems exposed by the expansion of the public sector. The nature and 
significance of problems may, in fact they do, vary from enterprise to 
enterprise and from state to state. They, however, include those of: 
planning and implementation, administration and organisation, pricing 
and investment, industrial and public relations, legal and constitutional 
status, autonomy and accountability of public undertakings, etc. 

The first point stated above, being not directly relevant to the 
present study, can be disposed of relatively quickly. Evidently, during 
recent years, even governments not formally committed to the attainment 
of an egalitarian society have been pursuing -often willingly, and 
sometimes under the compulsion of circumstances— policies of acquiring 
‘ownership’ or just ‘management’ of economic enterprises which were 
considered earlier to be beyond the province of normal State functions. 

"From Indian Journal of Public Administration, Vol. XIX, No. 2, 1973, pp. 115-37. 
i&e Stephen Holt, States, Lonioa, Hamish Hamilton. 1970; Jim 

Hoag!and, “NationaIization— African Fact of Life”, International Herald Tribune, 
January 2-3. 1971; ‘‘Algeria Oil Production Two-thirds Paralysed”, Le Monde Weekly, 
June 3-9, 1971; “Kenya Taking Half of Two Private Banks”, International Herald 
Tribune, June 2, 1971; Charles Vanecke, “Chile— Slow Road to Socialism”, Le Monde 
Weekly, June 24-30, 1971; Marcel Niederogang, “Venezuelan Oil; Nationalization by 
1971 ”, ie Monr/e IFeeWy, July 8-14, 1971. Also see R.S. Arora, “Petroleum Nationa- 
lization in Middle-East”, Lok Udyog, June, 1972 ; “Expansion of the Public Sector in 
Latin America”. Lok Udyog, November, 1972; and “Public Sector in Sri Lanka”, Lofc 
Udyog, December, 1972. 
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So much so that ill some of the erstwhile laissez jmre societies the State 
ownership of vital economic enterprises has rapidly acquired dimensions 
where it now plays significant, if not decisive, role in the economic 
performance of those nations* For instance, today the British Coal 
Board, which runs the nationalised coal industry, has the biggest payroll 
in Western Europe and the British Ministry of Power, which is responsi- 
ble for the nationalised coal, gas, electricity and steel industries, can be 
described as being the largest holding company in the world. Yet, until 
only a few decades ago Britain claimed to be the champion, par exce- 
llence^ of free market-economy.^ 

Similar trends can be found in most of the West European countries 
as well as across the Atlantic in Canada and even in the United States 
from where the most Popular folklore of free enterprise have originated 
in the twentieth century. 

During more recent years, governments of most of the developing 
countries have been taking daring steps of expanding the public sector, 
particularly by the acquisition of private industries, indigenous as well 
as foreign, in order to meet the aspirations of their people. For instance, 
several Asian, African and Latin American countries, including Ceylon, 
Iraq, Syria, Libya, Algeria, Iran, Peru, Bolivia, Venezuela and Chile, 
have taken decisive steps to nationalise, completely or largely, foreign 
petroleum interests operating in their countries which until recently 
significantly controlled their economies. Like international petroleum 
cartels, many other industrial and commercial titans of national and 
international origin have been nationalised in the developing world. 

While it has become almost counter-productive to stress any longer 
the virtues of the free enterprise in pursuit of a case against the expan- 
sion of the public sector the emphasis on problems associated with the 
efficient conduct of the public sector is not misplaced. True, serious 
students of this subject have always felt that the public ownership of 
vital enterprises would indubitably resolve some age-old conflicts and 
would create situations which would be irreversible by nature but not 
without creating new problems. However, of all the issues, bulk of 
literature on public ownership continues to deal with various aspects of 
the accountability of nationalised industries. For obvious reasons, the 
concern about the performance and accountability of the state sector 
has been both genuine as w^ell as 'motivated’ or partly genuine and 
partly motivated; often it has been difficult to distinguish one from the 
other. The aim of this article is, in fact, very limited; it is to discuss 
some of the aspects of the role of audit as a tool of accountability in 
order to ascertain the conduct of the public sector in Britain and India, 

Here, it needs to be stressed that there has been a tendency to 

2R.S, Arora, “Growth of Public Sector in Britain’*, Udyog, September, 1971. 
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.over-estimate the significance of andit and it has often beeiiJgtiored tfiatv 
. audit is only, one of the several means of ensuring accountabiHty and 
that even the most scientific techniques of auditing would operate within 
certain constraints and would, thus, produce limited results. Our aiiUi, 
therefore, should be to .evolve auditing techniques whicfi.caiiprodu.ee 
optimum results within recognised parameters set by the ..coiistra.mts, 
and the results produced by audits should supplement and should 
neither compete nor conflict with those achieved through, other means 
of accountability. Other means of accountability include: parliamentary 
devices, such as, the question hour, debates, and enquiries by parlia- 
mentary committees; ministerial devices of informal consultations and 
formal directions to the boards; and studies conducted by governmental 
institutions, like the Trices and Income Board’ in Britain, and the 
‘Bureau of Public Enterprises’ in India. Again, in Britain, there are 
consumers’ councils to protect the interests of consumers of nationalised 
industries. 

All these devices of accountability are concerned with the eflicient 
conduct of the public sector while the concept of ‘efficiency’ itself 
continues to elude any precise definition. Yet an inefficient unit can be 
identified like a sick child in a healthy class. In view of this, we shall 
first examine the role of audit in the accountability of the public sector 
in Britain. 

11 

In Britain, with one or two exceptions, statutes creating public 
corporations do not empower the Comptroller and Auditor General 
(CAG) to undertake auditing of accounts of nationalised industries.^ 
Prior to 1953, the CAG had been assisting the Public Accounts Com- 
mittee in its deliberations. But he never reported separately upon 
nationalised industries. Various statutes dealing with nationalised 
industries assumed that firms of professional accountants be appointed 
to audit the accounts of nationalised industries and this remained, 
invariably, the practice. While giving an evidence before the Clitheroe 
Committee on Nationalised Industries, the late Sir Frank Tribe, Com- 
ptroller and Auditor General, categorically said that his department 
could, if required, undertake the task, only after a substantial addition 
was made to his staff.^ Even then he would not be able to report on 
their efficiency. Evidently, he was reluctant to extend his jurisdiction 
to the public sector. He suggested that professional auditors might 
be able, if required to do so, to provide Parliament with the kind of 
information which he usually gave to the Public Accounts Committee. 

‘^For extensive bibliography, see A.H. Hanson, Nationalization— A Book of Read- 
ings, London, Allen Sc Unwin, 1963. 

^Parliamentary Papers (U.K.) 1959* Ho. 276, p. 11, Q. 71. 
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On the other hand, the Institute of Chartered Accountants was also 
opposed to the above mentioned idea. Therefore, no action was taken 
on the Auditor General’s suggestion. 

However, a careful scnitiny of the present auditing practice in 
Britain indicates that certificates given by professional auditors with 
regard to the accounts of the nationalised industries resemble the unillu- 
minating formula which applied to joint stock companies in the private 
sector. This arrangement has been widely considered as inadequate 
and, with the expansion of the public sector in Britain, the concern 
about the inadequacy has also grown. For instance, commenting 
on the prevailing situation, E.L. Normanton says that the British 
public corporations are unique in escaping any kind of constitutional 
control through audit. He regards this as a serious limitation on their 
accountability. ‘^The submission of annual reports and professionally 
audited accounts”, he believes, ‘'does not amount to accountability.”^ 
Supporting the views of Normanton, Professor Robson observes that ‘'a 
question of great importance which has so far escaped serious attention 
is the audit of the accounts of the public corporations”. Robson believes 
that the professional audit used for the nationalised industries in Britain 
does not serve any important purpose except that it ensures financial 
regularity and honesty in the administration of accounts. Moreover, the 
relationship between a professioal auditor and the company, which is his 
client and pays his fees, is entirely inappropriate for a public corpora- 
tion.^ 

Such reservations about the existing auditing system were further 
reinforced when Parliamentary Select Committee on nationalised indus- 
tries discovered that its own performance was not as impressive as ex- 
pected by its advocates. After a few years of experience with the com- 
mittee serious doubts had begun to appear about its effectiveness for the 
purpose it was set up. The question often raised was: Could the device 
of a Parliamentary Committee on Nationalised Industries determine the 
performance of industries concerned? It was often felt that it was not 
safe to reply either in the affirmative or negative. If by public accounta- 
bility it was meant that the Members of Parliament be simply informed 
about the activities of the nationalised industries, then it was perfectly 
correct to say that Committee did an effective job. It did produce a 
mass of information. As a matter of fact, to collect general information 
was not the ultimate object of the Committee. The real aim of collect- 
ing information was to see that the public enterprises were functioning 

^EX. The AccoimtabUity and Audit of Governments: A Comparative 

Study ^ Maachester, Manchester University Press, 1966, p. 311. 

Nationalised Industry and Fublic Ownership, London, Allen & 
Unwin, 1960, pp. 202-210. 
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efficiently andj if not, to take proper action to set the wrongs right.’ For 
iiistaiice, the proceedings of - the ■ Select Committee revealed, time and 
again, that ministerial iofliience operated on the Boards. Siicli expo** 
sures did create some new problems. It was interesting to watch the rcac- 
lion of those Whose hidden activities were exposed. Now-a-days, in- 
efficient Ministers are not generally sacked provided they remain loyal 
to the party oligarchy. Although Select Committee’s reports were some- 
times extensively discussed in' Parliamentj but the Cominittee did not; 
succeed in deflecting the ' government from any policy on which, it was 
firmly set. Even on technical issues, the Minister concerned could find 
a way to ignore a Select Committee’s proposal on the grounds that , his 
ad hoc departmental committee had just given contra, ry advice. A Select 
Committee was not empowered to restrict a Minister’s freedom to choose 
his own advisers or his own advisee. Nor could it' hear evidence or see 
papers and records which the Minister decided to withhold. 

On its own part, the Select Committee felt handicapped in measur- 
ing the performance of technical functions of nationalised industries. For 
instance, while examining the reports and accounts of the British Euro- 
pean Airways, and the British Overseas Airways Corporation, the Com- 
mittee had 60 pages of narration and 80 pages of accounts to deal with. 
There were also more than 60 memoranda, with reports and accounts of 
at least seven foreign airline companies. Finding of accountancy advice 
to assist it in its examination of such complex reports and accounts was 
the Committee’s dilemma. 

This situation compelled the Committee to examine the problem in 
a formal manner which resulted in a "Special Report’ in July 1959. In 
this Report, the Committee examined various possible types of assis- 
tance. The interesting point was that the Committee rejected tiie pro- 
posal for assistance by an officer of the status of the comptroller. 
The Committee thought that such an assistance would most pro- 
bably lead, or would appear to be leading, towards a ‘Grand Inquisi- 
tion’ into the nationalised industries by officials acting on behalf of 
Parliament. The Committee also considered the idea of hiring the services 
of an accountant, experienced in indtistrial and commercial accounts, 
or to employ an economist to advise the Committee on the techni- 
cal aspects of evaluating performance of public expenditures. The Com- 
mittee, finally, decided that it should neither rely on Treasury officials 
seconded for the purpose nor on outside professional experts engaged in 
private practice. The Committee found no adequate plan to recommend 
to Parliament. However, the quest to determine the efficiency of 


’R.S. Arora, *‘Parliainentary Scrutiny: The Select Committee Device”, Public 
Law^ Spring 1967, pp. 30-41. 
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Batioiialised mdustries contraued to be felt widely^ 

In response to this quest, the British Government issued in 19^:1 a 
White Paper on the Financial and Economic Obligations of the Nationals 
sed Industries. According to the White Paper, the Government’s 
general policy was to ensure that the industries were organised and 
administered efficiently and economically. These undertakings were ex- 
pected to ‘pay their way’, i.e,, on an average of good and bad years, to 
have not less than sufficient revenues to meet proper charges, including 
a provision for reserves. It was also felt that financial results alone did 
not fully measure efficiency. A simple comparison with the return on 
capital in private industry was thought to be misleading. However, 
taking several considerations into account, the government laid down 
financial guidelines for nationalised industries. While doing so, the 
Puper conceded that earning power, total depreciation provision, 
and reserve requirements will vary according to the prospective com- 
mercial, technological and financial developments of different undertak- 
ings. The Document concluded: ‘The nationalised industries are from 
their size and nature bound to play a major role in the economic life of 
the country. They cannot, however, be regarded only as very large com- 
mercial concerns which may be judged mainly on their commercial 
results; all have, although in varying degrees, wider obligations than 
commercial concerns in the private sector. The object of these proposals 
is to find for each industry or board a reasonable balance between these 
two concepts.” It was hoped that the new arrangements will improve 
performance and morale and reduce the need for outside interference. 

Within a few years, the implementation of the recommendations of 
the White Paper exposed their limitations. Once again several aspects of 
measurement of performance of nationalised industries were extensively 
discussed by the Select Committee on Nationalised industries in 1967-68. 
While critically assessing the recommendations of the White Paper of 
1961, Sir Thornes Padmore, a member of the Select Committee, said: 

What I do not quite understand is the principle of the thing. May 
I put it to you this way. The White Paper laid it down that one 
measures in broad terms the performance of a nationalised industry 
by requiring it to produce a certain return on the capital invested . . 
We do not. . . measure and control the performance of the industries 
which are ill surplus in terms of a global figure of surplus. We do 
it under the terms of the White Paper by way of fixing an objective 
measured as a percentage return on capital and a lot of techniques 

^Special Report from the Select Committee on Nationalmd Industries, H.C. 276, 
July 28, 1959. 

'■^Cmnd. 1337 
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flow from .that. Why should- that not equally apply to an. industry ^ 
in deficit?^® 

Commenting on. the same subject, another jneinber . of the Comin 
Mr. DX. Muiiby, saidr 

No ad.e.qiiate economic ■Justitlcation has ever been produced 
for the Treasury fiii.ancial targets expressed as .a rate of return on 
net assets. There is a fundamental difficulty in the vaiuatiG.n:Of .net 
assets insofar as these relate to pieces of capital' equipment i'listalled 
iiiaiiy years ago, and in many cases of a kind, wliicli would not be 
installed, today... It is not disputed that most nationalised industries 
, , . should iiormaHy earn some kind of surplus over their- costs, but 
this surplus sho.uld follow- as a- result, of a riglit pricing policy with. . 
. some .iiia'rg,in for contingencies and should not be decided ..by arbi- 
trary criterion. 

It may be , argued, that the purpose of the target is to ensure a 
g,iveii rate of self-fmance so as to avoid pressures on the Treasury. 
There is,. however, no economic criterion by which such self-finance 
targets could be assessed and this policy means in practice that the 
prices, of nation.alised industries are rigged to meet the financing 
requirements .of .the Treasury. -In some cases this may do little 
damage, in. others it .may do considerable damage.^^ 

According to Professor J.R. Sargent, the White Paper suffered from 
several limitations. He conceded that one important ground on which 
it could be argued that financial objectives were necessary was that 
managerial effic.iency and morales throughout the industry depended 
Upon. them. .From the managerial-morale point of view it did not 
.matter, much exactly what the objective was. To be credible as an 
objective., and. -..tlierefore. capable of influencing performance in the 
.industry, it .must ..be neither too easy nor too difficult. At the same time, 
he stressed that: the effectiveness of the objectives for an industry as a 
stimulant to managerial efficiency and morale depended not merely on 
the fact that it existed, but on what was done if it was not reached. It 
was far from clear from the White Paper what the sanctions actually 
were. While exposing the inadequacies of financial objectives, Professor 
Sargent particularly observed: 

The setting of an overall financial objective for an industry, such 

^^First Report from the Select Committee on Nationalised Industries, Session 
1967-68, Vol. 11, p. 396, para 1432. 

Munby, ^Trices, Investment and Financiai Objectives”, First Report 
from the Select Committee on Nationalised Industries, Session 1967-78, Volume II, 
p. 591. 
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as tlie achievement of a certain percentage return on capital, is un- 
likely to be capable of ensuring that the costs which are identii- 
able with the performance of each of the many different services 
which it provides are, reflected in the charges which are made for 
each of thesed'“ , 

Professor J. Wiseman concurred with Professor Sargent and commented 
that an objective to achieve a particular rate of return was either an 
objective to be treated seriously or was not an objective at all. Unless 
we knew what happened when it was not achieved, it became difficult to 
assess its wortli.^^ 

At this stage, it is possible to summarise the deficiencies of the 
strategy of the 1961— Mn/c Pr/per. Firstly, industries, especially those 
with considerabie unexploited monopoly power, could too easily achieve 
their objectives simply by raising their prices, without regard to possible 
economies in costs as the best use of resources. Secondly, the single 
objective might be achieved while continuing a large measure of cross- 
subsidisation; pricing policies which under or over-price the goods or 
services of the industries as a whole. Thirdly, the overall objective gave 
no guidance on the desirability of price differentials to reflect the diffe- 
rences in costs in meeting demand in the short run where spare capacity 
exists and where it does not exist. Finally, the financial objectives also 
gave inadequate guidance on investment policies. 

True, the 1961 — White Paper made a valuable start towards estab- 
lishing an acceptable economic framework for the guidance of Boards 
on what was expected of them, and though it contained some helpful 
clarification about ministerial control in regard to prices and social obli- 
gations, it was in some respect a false start. The strategy of financial 
objectives was like that of the statutes of nationalised industries. It 
dealt with only the desired end-result, and left the industries largely free 
to decide how to achieve those ends. It provoked several questions, 
such as: Could the economic objectives or giant industrial organisa- 
tions really be summed up by a single target rate of return on their 
investment? Was not the calculation of financial objectives much more 
difficult than the White assumed? In fact, ihQ White Paper did not 
fully succeed in establishing an economically sound basis for the mea- 
surement of efficiency of the nationalised industries. 

In 1967, the British government thoroughly revised its strategy to 
determine the performance of nationalised industries. The revised stra- 


Report from the Select Committee on Nationalised Industries, op cit 

p. 597, 

rnbid,, p. 607. 
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tegy was laid down in a White Paper The new White Ptqwr removed 
the fiiiaiiciai objective from the centre of the picture, and replaced it 
with pricing policies and investment criteria. . The .new strategy clearly 
separated, for the first time, . the economic and financial aspects of the 
industries’ obligations. This time, financial results were regarded as an 
expression of economic policies, and not an end in themselves. The 
strategy was sub-divided into four parts: investment appraisal, pricing 
policy, costs, and financial objectives. 

The new approach marked an advance in two ways. First of all, 
it made clear that the starting point on the road to finding a suitable 
pricing policy was marginal costing in the sense that a real effort should 
be made to work out properly and consider the long and short run 
marginal costs as they were appropriate and before other things were 
taken into account. Secondly, it emphasised the importance of looking 
at each broad service and product individually to devise a suitable 
pricing policy for each without running them too closely together. The 
l9(il->White Paper sought to emphasise that where social obligations 
were important and needed to be brought into the calculation and the 
final decision, it was important that the proper investment and price 
studies be made nonetheless and that the importation of a social argu- 
ment should not be used as a means of reducing the effectiveness and 
importance of the genuine investment. 

Ill 

According to many experts, the best way to determine the efficiency 
of a nationalised industry is to introduce performance auditing by a 
specialised institution. In a memorandum, submitted to the Select 
Committee on Nationalised Industries in July 1967, Professor W. A. 
Robson made a strong case for efficiency audit of nationalised industries. 
Robson has been advocating for many years the establishment of an 
Efficiency Audit Commission. The proposal was first put forward by 
him in 1937 in his book: Public Enterpriser^. It was farther elabora- 
ted in his subsequent studies. His proposal assumed that the proposed 
audit commission would concern itself only with the efficiency of a 
nationalised industry operating within the framework of policy already 
laid down in the statutes, regulations and directions. It would not 
normally raise questions involving a change of fundamental policy, such 
as a different form of organisation for the coal industry or the introduc- 
tion of a subsidy for transport. Robson believed that the functions of 
the proposed Commission shall not overlap with those of other ad hoc 

^^The Nationalised Industries: A Review of Economic and Financial Objectives, 
Cmnd. 3437, 1967. 

^^W.A. Robson (ed.), Public Enterprise: Developments in Social Ownership and 
Control in Great Britain, London, George Allen & Unwin, 1937, pp. 379-HL 
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committees. The Audit Commission would inquire into such matters 
as the cliaractei% quand and quality of goods or services provided; 

■ price policy; efficiency of administration;, personnel questions, including 
pay, recruitment, and methods of promotion; relations between the 
board and the consumer; capital expenditure, and the methods of finan- 
cing it, and so forth. This will help in building up a skilled staff posses- 
sing an unrivalled insight into the problems of nationalised industry and 
unequalled ability to compare the methods adopted by the several 
boards for coping with them. Professor Robson further stressed that 
the work of the Select Committee on Nationalised Industries could be 
immeasurably strengthened if they were supplied with the reports of an 
Efficiency Audit Commission or the advice of a highly qualified staff.^® 

Prof. Robson’s proposal has been strongly supported by E.L. Nor- 
manton and W. Thornhill. According to Normanton, British public 
enterprises have been unique in escaping any kind of constitutional 
control through audit. He asserted: “The submission of annual reports 
and professionally audited accounts does not amount to accountability... 
It is of the very essence of accountability that the persons or bodies 
held accountable should not be able to dictate which aspects of their 
business will be examined; the initiative must be held by those to whom 
they are accountable.” In. view of this, Normanton emphasised that a 
competent efficiency audit could make a really important contribution 
to parliamentary, public, ministerial and even managerial understanding 
of the nationalised industries. 

This approach was further supported by Thornhill in his memoran- 
dum submitted to the above mentioned Select Committee. According 
to Thornhill, public enterprises in Britain suffered too much Ministerial 
influence and not enough public accountability. And within the existing 
framework of the Select Committee on Nationalized Industries, it was 
not possible to measure the performance of the public corporations. For 
that matter even the existing ordinary financial audit proved for the 
most part irrelevant. Thornhill held that the concept of accountability 
assumed that the auditor could demand explanation on any matter he 
thought fit. It further presumed that the initiative was with the auditor 
and he was competent for liis task; he knew where to look, what 
questions to ask, and he was not going to be blinded by the jargon of 
experts under examination. The tests to be applied were not simply the 
financial ones of probity and solvency. He could apply physical 
measurements, economic and statistical tests, technical assessments, and 
so forth. Thornhill expected the auditors to be completely independent 
both of ministers and their corporations. For this, he suggested the 

A, Kohson in the First Report from the Select Committee on Nationalised 
c/Y., pp. 531-537. 
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esfablislinient of a Public Industries Audit. Office under the coiit.rol of a 
Parliamentary 0.liicer. I'he Office s.hould be empowered to initiate such 
reviews of the .work, and performance of . the nationalised industries as 
appeared to them to be necessary for the purposes of accountability. 
The reports of the ■ Office should ■ be presented to Parliament and be 
referred to the Select Committee in the same way as the reports of the 
Comptroller and Auditor General are refer,red to the Public Accoiints 
Committee, Thornhill would prefer to call it 'accouiitability-audif 
instead of ‘efficiency audit’ 3"^ 

During the ora! evidence before the Select Committee Prof. A.H. 
Hanson broadly agreed with Prof. W.A. Robson and Mr. Thornhill 
whereas Mr. D.N, Chester felt sceptical about their proposals. However 
the idea of Efficiency Audit Commission provoked several serious ques- 
tions from the Select Committee. For instance, the Committee asked: 
Would not proposed scrutiny by the Audit Commission duplicate the 
work of the Departments and also that of the Select Committee? What 
sort of report should be expected from the proposed Commission? To 
whom should such reports be submitted? Should the proposed Commis- 
sion give its opinion if it wanted? Who will appoint such Commission? 
Who would frame the agenda for the Commission? Who will pay for its 
establishment? Even the Select Committee was not unanimous on the 
virtues of the proposed Efficiency Audit Commission. Indeed, one of 
the members of the Select Committee commented: “There are only two 
conceivable bodies who can possess the power in this matter. If it is 
given to the government, then public accountability is lost because it 
has to take place within the machine; if it is given to this Committee, 
we have not the power to put into effect the recommendations which 
might be made”. 

On the other hand, another Member of the Select Committee wan- 
ted the proposed Efficiency Audit Commission to work under the Select 
Committee, and he recalled: “After all, we have long since conceded 
the point that we need technical assistance, clerks to the Committee. 
Anything we can do to strengthen the authority of a Committee in 
dealing with people, whether it be by an audit body or some other body 
is acceptable to us”.^^ However, the Chairman of the Committee warned 
that if the proposed Efficiency Audit Commission was set up, 'There 
would always be difficulty in getting good chaps for these boards 
public corporations); because over their shoulder all the time is a 
ministry and a government department who come along and poke 

17W. Thornhill, “Ministers Relations with Nationalised Industries’’, in the Fto 
Report from the Select Committee on Nationalised Indust ie^!, op, c/7., pp. 538-544. 

’^^The First Report from the Select Committee on Nationalised Industries^ op. cit.^ 
pp. 562. 

p. 563* 
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their noses in, a minister who may get the chairman over a lunch and 
then send him back with orders he has never heard about. On top of all 
that you are going to put someone to look over the other shoulder, a 
bunch of efficiency engineers who might come down at any time without 
any warning and say they were going to find out why they were doing 
this, that or the other.”'® 

Several nationalised industries opposed the whole idea of efficiency 
audit or ‘accountability audit’. The following comments of the BOAC 
were typical of the reaction 

1 . There seems to be implicit in these proposals that BOAC, as 
one of the nationalised industries, is, at it were ex-hopothesi, 
not as efficient and not as accountable as it ought to be. This 
is just not true. We accept, of course, that perfection is never 
attained and that one of the more important functions of 
management is to strive to attain greater efficiency throughout 
the organisation. But this having been said, there is no ground 
to support any suggestion that an audit is required to bring 
BOAC’s efficiency up to standard. 

2. BOAC is continuously monitoring its own efficiency by making 
appropriate comparison with the results obtained by other 
international airlines. 

3. The establishment of an efficiency audit would inevitably imply 
a lack of confidence on the part of the ministers in the mem- 
bers of the Board of BOAC who have been appointed to run 
BOAC efficiently. 

4. If the auditors are not really better experts than BOAC’s, then 
their exercise would be time-consuming and, in fact, would 
hinder efficiency. 

While the Committee was still in session, the British Government 
announced in September 1967 that henceforward all major price increa- 
ses proposed by the nationalised industries would be referred to the 
National Board for Prices and Incomes (NBPI), and also their intention 
that, in the course of its investigations into the industries’ prices, the 
Board were empowered to carry out an efficiency audit of each industry. 
The NBPI were to be guided by the Ministers in respect of efficiency 
studies. For instance, the NBPI was given power to carry out efficiency 
studies only in respect of specific price increase. The Board were not 
expected to examine technological manners but were to concentrate on 
a review of the industries’ machinery for keeping down costs, including 

^^The First Report from the Select Committee on Nationalised Industries, op. cit., 
p. 563, para 1908. 

Vol. Ill, pp. 172-73, 
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the appropriate, pre-casting and decision-making techiiicfics. The Board 
were also to be assisted by a small nnmber .of 'specialist permanent staff 
to concentrate on efficiency studies and To provide some continuity. 
The Board were not concerned with efficiency audit, the sense of 
looking for ■ errors made in the pasf. They ' were instriicied to assist 
and advice. for the . futurcye^g.,' on pricing principles. This meant, in 
fact, ''a forward looking exercise”. The Select Committee felt satisfied 
with This deve,lopment, and consequently decided 'to. .ignore the idea of 
Efficiency Audit Commission. In support of its decision the Committee 
offered the following reasons.^'^ 

1. A regular, continuous, external efficiency audit for the iiatioii- 
alised industries would not be compatible with the degree of 
autonomous responsibility that has been given the iiidiistries, 
or with the pattern of ministerial control. The Committee 
believed that apart from the normal commercial audit, the 
industries should not be accountable in detail, and on a regular 
basis, to anybody, parliamentary, ministerial, or in some 
manner independent, for their dayTo-day efficiency or for their 
detailed managerial decisions. 

2. Efficiency audit would discourage enterprising people from 
joining the Boards of nationalised industries. 

3. Inefficiencies disclosed by the proposed Commission might 
encourage the Ministers to increase their interference in the 
affairs of the industries. 

4. The efficiency audit would discourage the industries from 
applying their own innovations to improve efficiency. 

5. The efficiency audit might cripple the decision-making ability. 

On the other hand, in the opinion of the Committee, the proper role 
for efficiency studies should be to examine the current facts, cross, etc,, 
and the current methods employed for securing efficiency in such matters 
as pricing policy, demand forecasting, investment appraisal, productivity 
improvement and cost control, and then making recommendations for 
the future. The Committee also warned that the efficiency studies under- 
taken by the NBPI should not duplicate the work of the Select Com- 
mittee; it should supplement it. 

. .IV . .. 

In India, the growth of the public sector since her independence has 
taken place broadly within the constitutional framework which assures 

^'^The First Report from the Select Committee on Nationalised Industries, Yol, 1, 
■Chapter 
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the establishment of equalitarian society through parliamentary demo- 
cratic institutions. Surprisingly enough, with the expansion of the public 
sector, general awareness about various problems inherent in it have 
been very similar to those obtained in Britain and in other societies where 
the public sector plays more or less equally significant role. However, 
the problems of parliamentary accountability and auditing of the public 
sector in India have often provoked serious debates both in Parliament 
and in academic circles. It appears that while parliamentary account- 
ability of public enterprises in India has been more or less shaped after 
the British model, the auditing practice has almost followed the Ameri- 
can model Both these aspects need to be briefly elaborated. 

Just as in Britain, in India too there are two methods by which 
accountability to the Parliament is secured: (i) indirect, f.c., control 
over the Boards canalised through ministers; and (ii) direct, /.c., through 
review of BoardsV activities by parliamentary committees. 

All statutes and Articles of Association dealing with public enter- 
prises in India grant extensive controlling powers to the ministers. As a 
matter of fact, with the expansion of the public sector of economy, it 
was thought essential to arm the competent ministers with necessary 
powers. The public sector’s programmes often needed to be geared with 
the operations of the rest of the economic structure of the country. At 
the same time, the boards of nationalised industries have been given 
authority to take decisions except in respect of those matters where a 
minister’s approval is required or in regard to which the minister has 
given a direction of a general or a specific character. 

Experience, however, reveals that the statutory means of account- 
ability possessed by ministers are of far less importance in the relation- 
ship between government and public enterprises in India than persuasion 
and pressures exercised informally through discussions, negotiations, and 
influence. It has been noticed that ministers usually hesitate to use their 
statutory powers which entail responsibility to the Parliament. They 
constantly take advantage of the existence of these powers to influence 
the Boards. Most of the reports of the Parliamentary Committee on 
Public Undertakings, confirm that the Boards remain constantly in in- 
formal consultation with ministries and the ministerial view is listened 
to with respect. Sometimes, ministers intentionally keep their activities 
almost secret in order to avoid accountability to Parliament. For instance, 
the Chagla Commission, while examming the affairs of the Life Insurance 
Corporation, remarked: 'I . . there was a tendency on the part of the 
Finance Ministry to look upon the Corporation as a wing or branch of 
that Ministry and to issue orders to it in the belief that the Corporation 
was bound to carry out those orders.” These remarks can prove correct 
in respect of several other public enterprises in India. 

These strange relations, which the ministers have developed with 
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public enterprises, have constantly been the cause of Paifiainent's frustra- 
tion ill regard to the public sector. 

Ill a parliamentary form of democracy, ^ Meinbcrs of Parlia.nciil arc 
entitled to know. ali about the .state'' undertakings, 'll is not oniy the right 
of Members of Parliament to keep themselves i'nfo.rmed a.s to how gov- 
ernment concerns are being run, but it is also their responsibility as re- 
presentatives of the: people to see that the public funds are pat to the 
best .use. The vital question is how far a Mera'ber of Parliament can go 
either in the exercise of his right or in the discharge of his responsibility, 
as stated above. The general rule is, or ought to be, that the aiitonoiiiy 
required for an industrial or commercial enterprise shoiiid not ordinarily 
be infringed. If too much influence is allowed, then the very purpose, of 
establishing autonomous corporations or companies sliall be defeated. 
The problem has persistently been to preserve, nay, to achieve a balance 
between democratic principles and eifficient performance of industrial 
concerns. It was because of these objectives that substantial powers were 
given to the competent ministers, and it was expected that while using 
these powers they would observe the firm parliamentary rule and tradi- 
tion that a Minister is accountable to Parliament for anything he or his 
department does or for anything he has power to do, whether he does it 
or not. It is being increasingly realised that from this point of view the 
objective of parliamentary supervision of public enterprises has been 
defeated. The scope of parliamentary knowledge about public under- 
takings is restricted and second hand. Ministers sometijnes come to 
Parliament and often decline to reply to question on the ground that 
this responsibility is non-existent. The net result is ‘gross dissatisflic- 
tion’ and Titter frustration’ on the part of the genera! public about the 
undertakings it owns. Theoretically, ' it is correct' that the Paiiiaraeiit or 
its representative government creates the public undertaking by its own 
Statutes or Instruments of Association and has the power to expand, 
contract, quash or vary its powers by an appropriate piece of legislation. 
But, in practice, the Parliament has been reluctant to do so. However, 
there have been persistent demands for devising means to measure the 
performance of public enterprises. 

Regarding the audit of public undertakings in India, there has been 
a tendency to follow the American model and not the British. However, 
the controversy over the role and scope of auditing has been growing 
with the expansion of the public sector in India. 

V 

In the United States, till 1934, exemption of the government corpo- 
rations from the Auditor General’s control was a common consistent 
feature. United States ex rel Skinner and Eddy Corporation r. McCarF^ 
2^3275 U.S. (1) (1927). 
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established the principle that in the absence of express legislation, the 
accounts of a national proprietary corporations were not subject to the 
audit of the Comptroller General of the United States as the accounts of 
the government departments were. In 1934, this freedom was attacked 
by an executive order subjecting the accounts of the government cor- 
porations created after March 3, 1933, whose accounting procedure was 
not otherwise prescribed by law, to ‘settlement and adjustment’ by the 
General Accounting Officer (GAO).^^ Earlier, in 1933, the Comptroller 
General had proposed that all Reconstruction Finance Corporation 
(RFC) funds be brought under his expenditure control. His attempt to 
assert auditing powers over the Tennessee Valley Authority, broader 
than Congress had contemplated, made it necessary for the statute to be 
amended twice in order to establish GAO audit. In 1944, Byrd Com- 
mittee recommended that the Comptroller General of the United States 
be made the Auditor and Comptroller, ex-officio, of each and every 
government corporation.^® The struggle for complete auditing power 
succeeded in 1945 when Congress passed the Government Corporation 
Control Act (1945) which provided a commercial type of audit by the 
GAO for all the government corporations. 

VI 

The provisions for auditing the accounts of public undertakings are 
not uniform in India. For instance, the original Act of the Rehabilita- 
tion Finance Administration (1948) did not bind the Central Govern- 
ment to consult even the Comptroller and Auditor General while 
appointing auditors for ‘Administration’. On the other hand, the 
Auditor General (AG) was empowered to audit the accounts of the 
Airlines Corporations.^’ Prior to the enactment of Section 619 of the 
Companies Act in 1956, the Auditor General’s authority to audit a 
government company was based only on the Articles of Asscciation of 
a company which made provision for such an audit. 

However, the Auditor General of India had been keen since the 
adoption of the Constitution to establish this ex officio claims of auditing 
the accounts of all public undertakings. For several years, the Govern- 
ment of India declined to recognise his stand as such yet was gradually 
led to amend certain Acts to provide for audit by the Auditor General. As 
early as 1951, the formation of the Sindri Fertilisers and Chemicals Ltd. 
had provoked controversy between the government and the Auditor 
General. The AG neither approved the company form of institution for 

-'Executive Order No. 6549, January 3, 1934. 

Pritchett, “The Government Corporation Control Act, 1955”. The American 
Political Science Review, 

Senate Documents 227, 78th Congress, Second Session, p. 30. 

^^The Airlines Corporations Act, 1953, Sec. 15(2). 
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running the public enterprises nor the arrangement of auditing provided 
in such Articles of Association. He insisted that AG's right to audit 
should have been established by an Act of Parliament and not conferred 
by the Articles of government companies. 

The. differences between the .Government of India' and the Auditor 
Genera! on the issue of audit claims became public during the discussion,' 
on the Life Insurance Corporation Bill in 1955. 'Shri C.D, Deslimukh, 
the then Finance Minister, who was responsible to pilot that Bill through 
Parliaraent, took a firm stand on this point that, if the accounts of Life 
Insurance Corporation were to be audited by the Comptroller and 
Auditor General, lie would prefer not to nationalise the Life Insurance 
business at While explaining the constitutional position in this 

respect, he referred to Article 149 of the Constitution of India, wliich 
said : “The Comptroller and Auditor General shall perform such 
duties and exercise such powers in relation to the accounts of the Union 
or any other body as may be prescribed by or under any such law made 
by Parliament." Shri Deshmukh held that there was no doubt that in 
respect of transactions which enter into accounts of the Union Govern- 
ment he was automatically the auditing authority. But, according to 
him, the Auditor General did not become the auditing authority auto- 
matically in respect of the affairs of statutory corporations or in respect 
of companies in which the Government might be financially interested. 
He became responsible for their audit only insofar as Parliament entrus- 
ted him with their audit. 

On the other hand, the Auditor General of India decided to exert 
pressures on the Government through Parliament to establish his 
ex officio claims. Just a day before the auditing provisions, made in the 
Life Insurance Corporation Bill, were to be discussed in Parliament the 
Auditor General circulated a note amongst some selected Members of 
Parliament canvassing that according to constitutional provisions in 
India withdrawal of money from the Consolidated Fund, in whatever 
form or manner this was expended, should automatically attract audit 
by the Auditor General, and that this fundamental principle could not 
and should not be modified in any manner. He further supported his 
stand by quoting the Government Corporation Control Act, 1945 of the 
United States, which empowered the Auditor General to audit the 
accounts of all Government Corporations in the United States. The 
note was circulated amongst those Members of Parliament whom, per- 
haps, the Auditor General expected would speak for him. This activity 
of the Auditor General was disliked by the Government. At the same 
time, the Finance Minister did not experience much difficulty in refuting 
all arguments advertised through this circular. 


Sabha Debates^ April 23-30, 1955. 
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Eventually, the Auditor General’s point of view was significantly but 
not entirely conceded by the enactment of the Companies Act^ 1956, 
section 619 of which entitled him to audit all government companies. 
Section 619(1) of the Act states that provisions of section 619 shall 
apply to government companies. Section 619(2) provides that the 
auditor of a government company shall be appointed or reappointed 
by the Central Government on the advice of the Auditor General Sec- 
tion 6 19(3) (a) empowers the Auditor General ‘‘to direct the manner in 
which the company’s accounts shall be audited” by the auditor appoin- 
ted on his advice. Under section 619(3)(b) the Auditor General is 
empowered “to conduct a test or supplementary audit of the company’s 
accounts by such person or persons as he may authorise”. Section 
619(4) reciiiires professional auditors of Government companies to sub- 
mit a copy of this report to the Auditor General “who shall have the 
right to comment upon or supplement the audit report in such a manner 
as he may think fit”. According to section 619(5), “the comments 
upon or supplement to the audit report shall be placed before the 
annual genera! meeting of a government Company at the same 
time and in the same manner as the audit report from the cliartered 
accountants”. 

There are two aspects of this development. Firstly, this enactment 
brought in the authority of the Auditor General in the case of govern- 
ment companies and kept his position uncertain in the case of statutory 
public corporations. Secondly, iht Act obviously resolved some con- 
flicts but not without creating new problems. For instance, the law is 
obscure about the scope and coverage of the audit. It does not imply 
an efficiency-cum-propriety audit. 

Several experts doubted the utility of this development. For ins- 
tance, it would be relevant to recall here that Mr. Paul Appleby who was 
invited to examine India’s administrative system, had attached only 
limited significance to the role of the Comptroller and Auditor GeneraL 
In his report, Appleby said that the Comptroller and Auditor General 
was a primary cause of a widespread and paralysing unwillingness to 
decide and act; that he had no special competence for appraising admi- 
nistrative performance in general; that Parliament had a greatly exag- 
gerated notion of the importance of auditing to parliamentary responsi- 
bility; that auditing was a necessary but highly pedestrian function with 
a narrow perspective and very limited usefulness; and that the function 
of auditing was a strictly negative one. Appleby believed that audit 
reports focus parliamentary attention on little things and this demeaned 
Parliament. According to him: 

Auditing wherever done has hardly more than two purposes. One 

is to insure propriety in the sense of quite precise adherence to 



AmUt and AccountabiUty of Public Enterprises 231 

established practices and standards in monetary transactions. . .The 
second purpose of auditing is to provide an independent appraisal 
of the assets and liabilities of an organisation which can certify as 
to the overall financial status of the undertaking. Auditing can be 
done in ways to satisfy both requirements, in the case of industrial 
and. commercial enterprises operated by the government, by private 
auditing firms. The Comptroller and Auditor-General is otherwise 
oriented and too independent and, therefore, too little enabled to 
adjust his approach to many different kinds of operations, to serve 
the first purpose. His special kind of competence is not a special 
competence in the second purpose. . . Whether auditing is done by a 
privote firm or by the Comptroller and Auditor General, it should 
be clearly determined that auditors are not judges of either policy, 
administrative judgments or the public interest. 

In a report prepared by the Sub-Committee of the Congress Party in 
Parliament in 1959, it was recommended that audit should be commer- 
cial and should be carried out according to a pattern to be incorporated 
in the general law governing state-owned companies, and that the audit- 
ing firms could be drawn only from the approved panel. Apparently, the 
Sub-Committee did not wish the auditors to be appointed by the Govern- 
ment on the advice of the Comptroller and Auditor General nor the 
latter to have tlie power to guide and direct the auditors. According to 
the Sub-Committee, the Comptroller and Auditor General could 
discharge his responsibilities towards Parliament in his report on the 
ministry concerned with an enterprise. ‘Tfs open to him’’, the Sub- 
Committee concluded, ''even to say that”. 

Commenting on the competence available with the CAG, Shri L.P. 
Singh said: “There is, no doubt, a commercial section in the Comptroller 
and Auditor GeneraFs organisation, but its experience is confined to 
government’s own enterprises, which until recent years did not include 
manufacturing undertakings working for the market, or commercial 
undertakings, other than public utilities.”^" 

However, Asok Chanda, a former Comptroller and Auditor General 
of India did not agree with the view. He held that it would be unrealis- 
tic to underestimate the potentials of the Comptroller and Auditor 
General in the attainment of country’s economic policies. His successors, 
in fact, claimed that their office has been undertaking 'eificiency-cum- 

Appleby, Re-examination of India's Administrative System with Special 
Reference to Administration of Governments Industrial and Commercial Enterprises, 
New Delhi, Government of India (Cabinet Secretariat), 1956, pp. 55-6. 

30L.P. Singh, Public Control of National Enterprises in India, Harvard University, 
1960, p. 57 (unpublished). 
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propriety audits instead of ^accountancy audit’ or the /regulatory 
audit’.; , 

111 a recent thought-provoking research study on ''EfBcieney Audit 
of Public Enterprises in India”, Prof. Laxmi Narain stresses that there 
has been a lack of coordination between the Auditor General and the 
Parliamentary Committee on Public Undertakings (GPU). In this con- 
nection, his following observations are worth serious consideration: 

(0 Out of the 63 enterprises covered in the three audit reports, 
the CPU covered audit comments only for 10 enterprises, till 
March 1967, since there is no coordination between the work of 
the CPU and the Auditor General. 

(n) There is a difference in approach also. The CPU provides a 
general review of an enterprise and does not deal with indivi- 
dual niistakes.”^^ 

Professor Narain rightly recommends a close coordination between 
these two bodies, at least for the benefit of the decision-makers in the 
enterprises. However, the Auditor General denies that there is any lack 
of coordination between his department and the Parliamentary Commit- 
tee on Public Undertakings.^^ 

VII 

The Administrative Reforms Commission in its Report on Public 
Sector Undertakings; submitted in October 1967, observed that the role 
of independent auditor had grown beyond that of mere regularity audit; 
it had extended to appraisal and to the forming of value judgments. This 
development explained the significance of ‘Efliciency-cum-Propriety’ 
audit, or more briefly: ‘Efficiency Audit’, According to the ARC, “this 
was essential to meet the urges of the public interested in the results 
achieved from the expenditure of public funds— whether there was ex- 
travagance and waste, and whether worthwhile results were achieved and 
at what cost.” 

The Commission realised that ‘Efficiency Audit’ was not implied in 
the existing provisions of the Companies Act. Such audit was, however, 
the prime concern of the Comptroller and Auditor General. For this, the 
Commission wanted to strengthen the staff of the Comptroller and 
Auditor Genera! to march the needs. The Administrative Reforms Com- 
mission felt impressed by the French system of auditing of the public 
undertakings by the ‘Commission of Verification of Accounts’. The 

siLaxmi Narain, Efficiency Audit of Public Enterprises in India, New Delhi, 
Orient Longmans, 1972, pp. 82-3. 

32S. Ranganathan’s Foreword to Laxmi Narain, Efficien Audit of Public 
Enterprises in India. 
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Administrative Reforms Commission, therefore, recommended: 

1. Four or five Audit Boards should be constituted, each Board 
dealing with specified sectors of public enterprise. These Boards 
have to function under the general supervision of the Comptrol- 
ler and Auditor General. 

2. The Staff required for the Audit Boards should be recruited 
through the Union Public Service Commissiom And the exper- 
tise of the Audit Boards should be augmented by employing 
economists, management engineers, statisticians, etc,, and also 
those who have had the experience of working in public under- 
takings.^^ 

The Commission believed that it would be desirable to constitute 
these Audit Boards through an Act of Parliament. The enactment could 
define the role, functions and forms of these Boards as well as their rela- 
tionship with the Comptroller and Auditor General. 

After considering the recommendations of the Administrative Re- 
forms Commission, an Audit Board was set up with effect from April 1, 
1969, under the supervision and control of the Comptroller and Audi- 
tor General of India for conducting a comprehensive appraisal of the 
public undertakings. The first report, incorporating results of appraisal 
by Audit Board, was presented in 10 parts to the Parliament as ‘^Central 
Government Audit Report (Commercial) 1970”. The title of the next 
Audit Report has been changed from/'Central Government Audit Re- 
port (Commercial) 1971” to ''Report of the Comptroller and Auditor 
General of India for the year 1969-70 — Central Government (Commer- 
cial)”. 

In order to cover the public undertakings, the Audit Board met in 
ten groups. Each group consisted of the chairman, two whole-time 
members and two part-time members. The chairman and two whole- 
time members are oflicers of the Indian Audit and Accounts Department 
and are appointed by the Comptroller and Auditor General of India. 
The two part-time members of each group were appointed by the Gov- 
ernment of India in consultation with and with the concurrence of the 
Comptroller and Auditor General of India. 

While explaining the scope of performance auditing Shri S. Ranga- 
nathan, Comptrollor and Auditor General of India, recently said: ‘‘Pei- 
formance Audit is concerned with the entire gamut of decision-making 
process”. And decision-making in the case of public sector undertakings 
did not necessarily imply the aim of 'profit maximisation’. The state 

ssAdministrative Reforms Commission, Mepor^ on Public Sector Undertakings^ 
Delhi, Manager of Publications, Government of India, 1967, Chapter IX, pp. 89-95. 
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sector, in fact, intended to achieve maximisation of net welfare of the 
society which, in turn, involved: (0 creation of employment opportuni- 
ties; (i/) removal of regional economic imbalances; {Hi) import substitu- 
tion and/or export promotion; (iv) provision of infrastructure and crea- 
tion of a self-reliant and self-generating economy; and (v) optimum utili- 
sation of scarce national resources for production of goods and services 
most economically, consistent with the goal of certain socio-economic 
objectives laid down in the Directive Principles of State Policy. Some of 
these aims are imprecise and even mutually contradictory. Evidently, 
comparing with the traditional audit, the scope of performance audit 
appears to be limiiless and by implication controversial. For instance, it 
may be infinitely difficult, if not impossible, for the Audit Board to 
decide whether or not a particular transaction of the State Trading Cor- 
poration or that of the Hindustan Steel Ltd. complied with the Directive 
Principles of State Policy! Somehow, we will have to wait-for a few re- 
ports of the Audit Board before we determine the performance of per- 
formance auditors. 

VIII 

In the end, let us list the salient points of our study: 

1. With the expansion of the public sector, the debate on its 'ac- 
countability’ and 'autonomy’, has acquired greater significance, 
both in India and Britain. These two aspects of the public 
sector may appear mutually contradictory at first sight but this 
is avoidable. Somehow, it has been found exceedingly difficult 
to attain a healthy balance between accountability and autono- 
my. There has been a tendencyrboth in India and Britain, to 
stress the significance of one aspect and undermine the other’s. 

2. Both in India and Britain, there do exist several means of con- 
trol and accountability of the public sector. Because of several 
reasons, most of these means have not proved as effective as 
expected in determining the performance of the public sector. 
Often the effectiveness of each medium of accountability is 
assessed in isolation of the results achieved through other 
means. There is also lack of coordination between several 
institutions aiming at the accountability of the state sector. 

3. Audit of the public sector undertakings is at best only one of 
the means of accountability. Since it has to operate under 
certain constraints, it would be futile to overestimate its scope 
and significance. 

4. In Britain, the Auditor General has consistently been declining 

stJnaugural Speech of S. Ranganatlian, Comptroller and Auditor General of 
India, at the Indian Institute of Public Administration, March 1, 1972 (mimeographed). 



Audit and AccoimtabiUty of Public Enterprk^^^ 23$ 

to extend his jurisdiction to the nationalised iiidustries. On the 
other hand, in India, successive Auditor Generals have been 
very keen to get their department thoroughly involved in this 
area. But neither the British nor the Indian institutional frame- 
work has so far yielded satisfactory results. Most of the Indian 
Audit Reports are significantly deficient in quality. Comparing 
with the growth of the public sector in India the Auditor Gene- 
rafs Department has failed to attract adequate know-how re- 
quired to discharge its obligations. 

5. In 1967, in Britain, the Select Committee on Nationalised 
Industries extensively examined several aspects of 'performance 
audit’ and eventually decided not to extend its jurisdiction to 
the nationalised industries. The Committee also decided not to 
follow the French practice of auditing by a special commission. 
On the other hand, the Committee endorsed the official policy 
which entitled the National Board for Prices and Incomes to 
undertake ad hoc 'efficiency studies’ of nationalised industries. 
However, in the same year, in India, the Administrative 
Reforms Commission strongly recommended the introduction 
of performance audit to the public sector undertakings, and it 
also recommended adoption of the French model. Hence the 
Audit Board was formed in April 1969. 

6. Since the concept of efficiency, in the case of a state monopoly, 

is exceedingly complex to define, its precise measurement 
remains infinitely difficult. However, we will have to wait for a 
few British efficiency studies and Indian performance audit 
reports to assess the merits of our choice. □ 



Public Administration and the 
Public Corporation’" 

John K. Galbraith 


I AM HAPPY this afternoon to salute one of the world’s youngest 
professions. And compassion causes me to oifer sympathy to what 
is probably the world’s most criticised calling. For almost no one 
speaks well of the public administrator. The rare public official may, 
on occasion, be credited with doing a good job. This he usually conclu- 
des is because the speaker will one day want a favour. Criticism he 
knows to be in the nature of government. In no other field of human 
achievement, not even in modern painting or drama, is such a premium 
placed on misanthropy. The man who says of some public office that 
all is going well is immediately suspected of conspiring to conceal some 
unrighteousness. The man who avers waste, incompetence, nepotism, 
corruption or some more imaginative form of public legerdemain is 
assured of a respectful hearing. It is perhaps better if he produces some 
evidence but this is by no means necessary. 

I speak on these matters, and the unhappy state of your profession, 
with some feeling for I belong to it myself. That is not only because I 
am the administrator of a sizable bureaucracy here on the Gangetic 
plain. Along with one in economics, I also have title to a chair in 
public administration. And we American members of the profession 
have particular grounds for unease. We are regularly called on for 
advice both at home and abroad. Often, as on occasions like this, we 
aie listened to with outward respect. Yet we are always unhappily 
aware that we do not come with clean hands. The United States has 
networked out its own problems in public management. More than 
most governments we have a penchant for overstaffing. It is a well- 
known fact that we proceed enthusiastically with automation and employ 
all persons so displaced in our Departments of Agriculture and Defence 
with some considerable outlet also in the State Department. This over- 
staffing in turn leads to the inflexibility, and on occasion the immobility, 

“From Indian Journal of Public Administration, Vol. VII, No. 4, 1961, pp. 438-46. 
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that is associated with great numbers. When Charles Kettering, long 
vice-president for research of General Motors Corporation, itself a 
sizable organisation, was told that Lindbergh had flown the Atlantic 
all by himself, he received the news with a singular absence of surprise. 
'Mt would have been remarkable”, said Kettering, ‘if he had made it 
with a committee.” 

Since he is a physician who has not healed himself, it is with 
difiidence that an American turns to the problems of public adminis- 
tration in other lands. Yet the Indian problem of public management, 
the one with which you struggle, is difficult to leave alone. In my view 
it is the most interesting in the world. More turns on its solution than 
in any other country. That is because, more than in any other country, 
you have extended the scope of public administration to embrace the 
production and distribution of economic goods while, at the same time, 
retaining the full substance of parliamentary democracy. In the United 
States, as in western Europe and Japan, we remove most of the adminis- 
tration of productive activity— the making of steel, machinery, automo- 
biles and aluminium — from the immediate orbit of public concern. 
Performance is left to the test of the market reinforced as necessary 
by public regulation and popular indignation. In the Soviet type 
economies public administration does, of course, embrace the production 
and distribution of goods. But here it does so without the intrusive 
processes of parliamentary democracy. You alone on a large scale are 
testing the resources of the public administrator as a producer of goods 
under parliamentary scrutiny, supervision and guidance. 

This, I venture to suggest, is a difficult and taxing experiment. Every 
good friend of India must be deeply concerned that it succeeds. On 
your profession — perhaps you will allow me to say on our profession — 
rests the considerable responsibility for insuring success. 

This success will depend, I venture, on the adaptability and prag- 
matism of the public administrator. Not much time can usefully be 
spent in search for the universal principles of administration. These, 
when they emerge, invariably turn out to be an articulation of the 
obvious. But we can usefully reflect on the new problems which the 
public administrator encounters when he enters upon economic activity 
— when he becomes an entrepreneur, a producer of goods and services. 
This is a world that is very different from the traditional sphere of 
government. When government extends its arms to embrace economic 
activity the problems of public administration take on new form and 
new dimension. In the remainder of my remarks this evening I would 
like to dwell on the problems of public administration in the field of 
economic production, 



238 Public Enterprises 


II 

The world’s religions are, on the whole, disappointingly unspecific 
on the nature of the economic system in the hereafter. I have long 
wondered why some economist hasn’t asked the Ford Foundation for 
a research grant to go into the matter. We know only that Heaven, 
as it is described to Christians, employs gold as a paving material 
rather than as a medium of exchange and that the principal consumer’s 
products are string instruments. There is no indication of the nature 
of the production mechanism whether for making harps or other goods. 
But if there is production of goods in the next world on any important 
scale, we can be certain that it will be carried on by an industrial firm 
or corporation. In this world, whether in India, the United States, the 
United Kingdom, or Soviet Union— where any productive task must be 
performed— the firm is ubiquitous and inescapable. It has no substitute. 

And the reason is simple: Modern productive activity — the making 
of steel, aluminium; fertiliser, lorries or machine tools— requires a 
complex blending of skills and talents in a complex mosaic of tasks 
and functions. These skills and talents are not themselves rare, esote- 
ric or exceptional. If genius were required for economic activity, our 
situation would be serious for genius is always scarce and the supply 
highly unpredictable. The peculiar achievement of the industrial firm 
is that it combines the commonly available talent to do what the 
isolated individual could not possibly accomplish . It is a synthetic 
personality, in which many real personalities are combined, and its 
accomplishment is more than the sum of isolated individual contri- 
butions could ever be. 

The corporate personality is not required for simple small scale 
production such as most agriculture. It is not needed for most govern- 
ment functions — for the administration of justice, the collection of 
revenue or the conduct of public education. These lend themselves to 
accomplishment within broad and stable rules. There are some forms of 
large scale economic activity— the generation of electricity for example 
— which are rather easily reduced to a routine and where a similar 
organisation will suffice. But the most characteristic feature of modern 
industry is the large scale of its units, the complexity of its technology 
and the complex claims which the modem market makes upon it. Here 
there cannot be predetermined rules for every contingency. There must, 
instead, be adaptation to ever-changing circumstances and the success 
of the adaptation will depend on the blending of a variety of technical 
knowledge and experience possessed by numerous individuals. This 
blending is accomplished by the corporation* For the conduct of 
complex tasks it is a competent and versatile if synthetic or artificial 
personality. 

To see the corporation as a personality provides the prime clue 



Public Administration and the Public Corporation 239 

to its administration. The individual or natural personality realises 
itself only under conditions of liberty. To subject the behaviour of 
one individual to the detailed surveillance of another is to insure de- 
basement and inferior performance. Individual achievement is at its 
best when the individual has a clear set of goals and the means, inclu- 
ding of course the knowledge, with which to pursue these goals under 
the stimulus of his own will. As with the individual personality so with 
the corporate personality. Autonomy, the independence to pursue 
specified goals, is equally important for the producing corporation. So 
are clearly specified goals. Indeed these are more than important; they 
are the only administrative arrangements that are consistent with the 
effective corporate being. 

Ill 

More specifically, the synthetic personality which we call the firm or 
corporation involves an intricate problem of cooperation and coordi- 
nation between its parts. Much of this cooperation and coordination 
is accomplished automatically — it is the fruit of familiarity and confi- 
dence as between the participants. One technician supplements his 
knowledge by resort to another— he knows to whom to turn and just 
how much confidence he can repose in the knowledge and judgment of 
the man whom he asks. The skilled worker similarly seeks help when 
his task takes him beyond the range of his own proficiency. This also 
he does on his own volition. The manager must know when and how to 
help; but no single manager ever manages in the sense that he makes all 
of the decisions. In the successful corporation, decision-making is 
deeply inherent in the corporate being. 

There are equally numerous and intricate problems of coordination 
along the time dimension in the industrial firm. Modern industrial 
processes are closely interdependent; delay in one place will ordinarily 
cause delay with cumulative effect elsewhere. There is, accordingly, a 
high premium on timely decision. Perhaps the most distinctive require- 
ment of the industrial establishment, as compared with the traditional 
government agency, is its dependence on timely decision. In the indus- 
trial firm a bad decision made on time will not usually be as costly as a 
good decision made too late. The bad decision can often be reversed 
at low cost. The time lost waiting for the good decision can never be 
retrieved. 

The need for autonomy and the peculiar vulnerability of the cor- 
poration to outside influence are directly related to these characteristics. 
If external intervention affects people it will impair or upset the complex 
and subtle set of relationship on which effective coordination depends. 
For example, the arbitrary withdrawal of a known and proven man and 
the substitution of another of unknown talent or reliability leads to 
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immediate uncertainty as to how responsibility for decisions is to be 
shared, or the reliability of the decision in which the newcomer partici- 
pates, UncertaiiTty and indecision result. A common form of external 
intervention is review of certain types of decisions — on procurement, 
product design, production techniques, prices or the like. Inevitably 
this review takes time. Coordination on the time dimension suffers. 
In the process of preventing poor decisions, delayed and hence more 
costly decisions are insured. 

I must emphasise that the corporate personality is damaged by 
both well-intentioned and ill-intentioned intervention. There is little to 
choose between the two. 

In both modern American and modern Soviet organisations there 
has been a large measure of accommodation to the requirements of the 
corporate personality for autonomy. The modern large American cor- 
poration enjoys almost complete independence from its stock-holders, 
the principal source of external interference. While lip service is always 
paid to democratic control by the owners, it is recognised in fact 
that any extensive and effective interference by stockholders in mana- 
gement would be exceedingly damaging. Suit is now pending against 
the principal owner of one of our large airlines to keep him from 
interfering with the management of the company he owns. Thus, 
all effective authority as regards production decision resides within the 
corporation. This authority is also jealously defended against the 
state. 

I do not speak with equal confidence of the Soviet-type economies. 
But certainly no theme has received more emphasis in recent times than 
the need for according to managers the independence and autonomy 
that enables them to do their job. Soviet factory managers, an impres- 
sively capable group of men the visitor discovers, consistently stress the 
importance of such autonomy for the effective discharge of their respon- 
sibilities. 

It is in the case of the public firm in the parliamentary democracy 
that the accommodation is most difficult. For there the firm must 
contend with forces that make for the kind of intervention that is most 
destructive of the corporate personality. At the same time the goals 
that are essential for the full achievement of the firm are not always 
clearly defined. 

IV 

The public enterprise in the parliamentary democracy is publicly 
owned for a purpose. The obvious purpose is the exercise of a measure 
of democratic control over the enterprise. This control insures that the 
firm's procedures and decisions will be in the public interest. It insures 
that its decisions are sound and sensible and serve the general good. If 
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there is no effort to exercise this control, there is no purpose in public 
ownership. 

So it will be said and so it is said. But plausible and innocent 
though this sounds, especially when we interject the magic word demo- 
cratic into the discussion, we have here a serious and often unsuspected 
contradiction. 

If individuals within the corporate organisation are servants of a 
force outside the organisation they will no longer think automatically 
of the goals of the organisation. They have, at best, a dual obligation: 
one part runs to the firm and the other to the external authority. One 
eye is on the organisation; the other is on the parliament. The multi- 
tude of decisions will not automatically be attuned to the needs of the 
corporation. In short, the dual obligation is inconsistent with the 
requirements of the corporate personality which calls for the implicit 
commitment of many people to the common goal. 

The external authority has an even more damaging effect on the 
time-dimension of decision-making. I have stressed the importance of 
timeliness as compared with precision in industrial decisions. But the 
man who must answer to a parliamentary committee or brief a minister 
will always reserve to himself the right to review the decisions that he 
must later defend. Moreover, parliaments are ordinarily concerned 
not with late decision but with wrong decision. It is on these that a 
man can score his points. The result is centralised and hence delayed 
decision. And they mean the waste that goes with delay. These are 
damaging to the corporate personality which should distribute decision- 
making authority to the level where it can be exercised with the optimal 
combination of accuracy and expedition. Though slow decisions may 
be criticised they will not be easily corrected. The need to protect 
against the wrong as compared with the untimely decision, even though 
the latter may be intrinsically the more damaging, will remain. 

The problem, I repeat, is not wisely-motivated or of ill-motivated 
mtervention. Rather it is of anything that interferes with or distorts 
and destroys the firm or corporate personality. This is a matter of the 
utmost importance for external influence and impairment of autonomy 
will always defend itself on the grounds of the wisdom or sincerity of its 
motivation. This is not a defence. 

■■ . V .. 

I have noted that the corporate body, like the individual, is effective 
only if it has liberty to pursue specified goals. This allows the full 
development of its personality. The second great problem of the public 
corporation in the parliamentary democracy concerns the goals. Para- 
doxically, while there is grave danger that parliamentary authority will 
circumscribe the decision-making process and hence impair the perso- 
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uality of the firm, there is also danger that it will not be sufficiently aggres- 
sive and firm in specifying goals. Hence the standards of achievement 
of the publicly-owned firm will be insufficiently clear. 

The goals of the modern industrial corporation in the United States 
or western Europe are reasonably specific: Broadly speaking, the most 
successful corporation is the one that makes a good profit and achieves 
a rate of growth greater than its rivals. (To be bead of a profitable 
organisation is an undoubted source of esteem in the United States, but 
the highest honours are invariably accorded to the sizable firm which 
can claim the greatest rate of expansion.) The setting of targets for 
production and profit, and the drive to meet and exceed these goals, is 
a classic feature of Soviet planning. 

The goals of the public corporation under democratic socialism have 
rarely been so clear. To maximise profits seems suspiciously like a 
return to capitalism. The obligation to grow and expand has rarely 
been definite and firm. Subjective goals, such as the rendering of good 
service to the community or concern for workers have been common. 
They have the handicap of their siibjectivity—it is open to anyone to 
contend whether they are or are not being met. Those responsible 
often find it personally advantageous to spend more time asserting their 
good performance than in insuring it. 

VI 

You will not be in any doubt as to how I see the solution. The 
industrial firm, by one designation or another, is inevitable for any large 
and complex industrial task. It has a demanding personality; the major 
demand is an autonomy in everyday decision-making that is nearly 
absolute. That autonomy extends to the right to make mistakes for 
error will often be ihe price, and a small one, for expedition. The need 
for autonomy in the conduct of military operations is equally great. It 
is accorded as a matter of course. Nor can it be denied that generals 
have exercised to the full their privilege of making mistakes. The delay 
that excludes error is the one unforgivable mistake. In the United 
States a few years ago one of our large automobile companies produced 
an automobile which was a sensational mistake. Great costs were 
incurred on the theory that the public wanted a mammoth vehicle with 
something of the physiognomy of a seasick frog. Had this been a 
publicly-owned corporation the criticism would have been acute. 
Doubtless it would have led to the requirement that all changes in car 
design should henceforth be submitted to a panel of public reviewers. 
The result might have been the avoidance of similar mistakes; one 
imagines that the result would have been recurrent and in the end much 
more costly delays while the panel resolved the problems of automobile 
aesthetics. The need for this autonomy is not peculiar to our systen:t 
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or any system. ' It, is required by .the nature of , the corporation in all 
systems, 

Autonomy must include, subject only to standards designed to 
prevent abuse, hiring and firing of personnel. It is flexibility here that 
makes possible the complementing of one skill by another, one man’s 
knowledge with that of another and which enables the synthetic perso- 
nality which we call the firm to do what no individual can do. The 
intrusion of politics and patronage into the public corporation is deeply 
subversive of the subtle relationships on which an effective development 
of this synthetic personality depends. But so also can be the intrusion 
of civil service procedures and routines. The latter may be admirably 
designed to insure equality of treatment for all employees. But the 
effect can be to destroy the easy interpersonal adjustments and the auto- 
matic coordination on which eftective operation depends. The world 
is full of unhappy choices and in modern industrialism one of them is 
between perfectly just rules and satisfactory performance. 

VII 

But if the corporation must be protected in its personality from 
intrusion by outside authority upon its decisions, outside authority must 
be unremittingly firm in what it asks of the corporation. The goals it 
sets must be clear and utterly explicit. Success in all societies is in large 
measure its own reward, but there must never be any doubt as to what 
success consists of. If I had to lay down a measure for performance 
for the publicly-owned corporation in the developing country it would 
be the earnings that it is able to put into its own expansion. Such 
expansion, in the given or related field and within the framework of 
plan, would be considered the prime goal of the public sector firm. The 
most successful firm would be the one which by its efficiency and drive 
finds the earnings that allow it the greatest growth. But I do not wish 
to press the point unduly. The important thing is that the goals be 
specific, clear and comprehensible to all. 

And though the society should be wholly tolerant of errors that 
are within the framework of success it should be wholly intolerant of 
failure to achieve the specified goals. Indeed the non-achievement of 
goals, not the iadividiiai mistake is the meaning of failure. Autonomy 
does not mean less public accountability. If anything it means more — 
but it IS accountability not for method^ procedure or individual action 
but for result. □ 
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O UR COMMITMENT to a socialistic pattern of society adds vastly 
to the importance of public enterprises. They are destined to 
play a crucial role in the country’s economy in the years to come. 
The efficiency and economy with which they are managed naturally 
concern all of us. Of equal importance is the need for an impartial 
body to judge their working and to report on their achievements and 
failures. 

Audit is one of the important instrument of control and accoun- 
tability, and more so when put in the hands of an independent public 
authority— the Comptroller and Auditor General, hereinafter referred to 
as the C & AG. This article aims at discussing the nature and effec- 
tiveness to this method of control. The existing legal provisions in this 
behalf, in their historical perspective, are first described. 

II 

The organisational pattern broadly governs the type and method 
of audit in Indian public enterprises. If they are run departmentally 
like the Chittaranjan Locomotive and ordnance factories, the accounts 
are subject to conventional government audit. The accounts of the 
enterprises registered as government companies are audited by pro- 
fessional auditors (chartered accountants) appointed by the Central 
Government on the advice of the C & AG. Till recently, the procedure 
for appointment used to be that the company forwarded the name or a 
panel of names of the auditors to the Government of India. The latter 
sent it for approval to the C & AG who almost invariably accepted 
the company’s suggestion. In very few cases where it was not accepted 
by the C & AG the reasons mostly were that either the auditor had 

•prom Indian Journal of Public Administration, Vol. IX, No. 1, 1963, pp. 74-87, 
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been too long with the company, or he had already appointments in 
other government companies. 

At present, the auditors to be appointed are not suggested by the 
company concerned, nor by the government. The government forwards 
to the C & AG the names of the companies in which auditors are to 
be appointed. The C & AG then recommends the name of the 
auditors to be appointed in each of the enterprises. The government 
can ignore this advice, but so far no such instance has occurred. 

In public corporations diverse audit provisions exist. The 
Damodar Valley Corporation Act provides that the accounts shall be 
audited in such manner as may be prescribed in consultation with 
the C & AG. Under the rules framed under the Act, however, the 
Central Government has provided that the audit shall be conducted 
by an olBcer of the C & AG. A later amendment to the rules has 
provided that the accounts so audited must be countersigned by the 
C & AG.^ 

In the Industrial Finance Corporation Act, 1948, audit was entrus- 
ted to hiot less than two auditors’ appointed by the Central Govern- 
ment. By an amendment in 1952, only one of the two auditors was to 
be appointed by the Central Government in considtation with the 
C & AG and the other elected by the institutional shareholders of the 
Corporation. The Central Government’s power of giving directions to 
the two professional auditors requiring them to report upon the ade- 
quacy of measures taken by the Corporation for the protection of its 
shareholders and creditors, or on the sufficiency of their audit proce- 
dures was also to be exercised in consultation with the C &AG.^ In 
addition, the C & AG was given a right either on his own motion, or 
on a request from the Central Government, to undertake such audit and 
at such times as he considered necessary. Another provision made was 
that if the Central Government was called upon to pay any subventions 
on account of its guarantee of the Corporation's loans, the C & AG 
shall undertake the Corporation’s audit.® 

AGazette of India^ 27th December, 1952, Part II, Sec. 3. The Public Accounts 
Committee, in their Reports on the Accounts for 1947-48 (post-partition), have obser- 
ved: “As regards the audit of other corporations financed either entirely or partly by 
the Central Government, we share the views held by the C & AG that his functions 
and responsibilities should be defined in explicit ternas in the statute itself providing 
for the setting up of a Corporation”, p. 5. 

‘^Industrial F inane Q Corporation Amendment Act, 1952, Sec. 24. 

^Ibid, The accounts of the Corporation for the year ended June 1954 were for the 
first time audited by the C & AG as empowered by this Section. At that time the 
Corporation was receiving a subsidy from the government. Since the year ended June 
1957 no subventions on account of guarantee have been received from the government, 
but audit by the C & AG continues, perhaps because earlier subventions have not yet 
been returned in full. 



246: . Public Enterprises 

The above provisions were not discussed in any detail at the time 
they were introduced through an amending Bill. The justification for 
the amendment given by Shri M.C. Shah, the then deputy niinister 
of finance piloting the Bill, was that it brought the Industrial Finance 
Corporation Act in line with the State Financial Corporations Act, 
1951, which contains similar provisions. The deputy minister also 
disclosed that the. amendment was in accordance with the wishes of 
the Public Accounts Committee.^ 

There was hardly any discussion on the audit provisions of the 
State Financial Corporations Act which inspired the above amendment 
except that Shri A.C. Guha, M.P., made an unsuccessful attempt to the 
effect that both the auditors, which the Bill provided, should be appoin- 
ted by the G & AG. He expressed an apprehension that ‘The share- 
holders may put some convenient auditors”.^ 

The propriety of appointing auditors on the basis of the interest 
they represent is open to question. If an auditor is appointed by the 
government as a shareholder and the other by the rest of the share- 
holders, both being qualified chartered accountants, should there be 
difference in their approach to the work? Are not both expected to 
audit according to the well-established traditions and practices of the 
profession? The auditor is an impartial expert who protects the share- 
holders’ interests in general. No distinction therefore need be made 
between the two sets of auditors appointed to carry out audit. In any 
case, when the government considers it necessary, it can exercise its 
power of using direction to the auditors, in consultation with the C & 
AG under the Act, regarding the way in which audit is to be carried 
out. 

In the Rehabilitation Finance Administration, incorporated in 1948, 
the C & AG was not entrusted with power to audit; professional 
auditors were to be appointed by the Central Government.^' But as a 
part of the systematic extension of the C & AG’s audit control to 
public enterprises, the Rehabilitation Finance Administration Act was 
amended in 1953 and the C & AG replaced professional auditors.^ 

In the case of Reserve Bank Act, 1934, and amendment made in 
1948 provides that the accounts shall be audited by not less than two 

^During the debate on the amendment, Dr. M.M. Das, who was then a member of 
the PAC, disclosed that the Committee had reached a unanimous decision about the 
C & AG's jurisdiction over the Corporation. He added that the “Auditor-General 
himself approved this decision of the P. A.C/* and “the Government was informed 
about this decision*', Lok Sabha Debates, 5th December, 1952, col. 1649. 

^Lok Sabha Debates, 28th September, 1951, col. 3664. 

^The Rehabilitation Finance Administration Act, 1948, sec. 16- 

Rehabilitation Finance Administration (Amendment) Act, 1 953. This Corpora- 
tion was wound up in 1957 by the Repealing and Amending Act, 1957. 
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auditors appointed by the Central Government.^ The Central Govern- 
ment is also empowered to appoint the C & AG to examine and 
report upon the accounts of the Bank. The provision, however, seems 
to be formal safeguard and has not been invoked in practice so far. 
The three chartered accountants appointed by the Central Government, 
who have remained uncharged since 1948, have been submitting a 
routine and formal report, without any comments year after year. 

When the nationalisation of air transport was being discussed by 
Parliament in 1953, the opinion had more or less been changed in 
favour of the C & AG. Not much discussion therefore took place 
on the audit provisions or the Air Corporations Bill which provided 
that accounts of the two air corporations shall be audited by the C & 
AG.® The Air-India, however, in addition, gets its accounts audited 
by two firms of auditors “in accordance with the generally accepted 
auditing standards applicable to joint stock companies”. The reasons 
given by the Air-India are: first, the C& AG is not obliged to 
complete the audit of the Corporation’s annual accounts and to issue 
certificate on which the Board of the Corporation could rely to enable 
the Board to adopt the annual accounts and submit it to the Central 
Government within the time stipulated, and secondly, the Boeing Loan 
Agreement contained a provision for the submission of a periodical 
statement of accounts by the Corporation duly certified by the chartered 
accountants satisfactory to the banks.^® According to Rule 6 of the 
Corporation it has to submit its accounts duly passed by the Board to 
the Central Government and the C & AG by 31st August every year. 
The Corporation perhaps does not feel confident to do so unless its 
accounts have been audi ted by qualified auditors. The Indian Airlines 
Corporation does not follow this practice. 

When the C & AG carries out a full-fledged audit of the Air- 
India International, the need to appoint private auditors may be ques- 
tioned. As in the lAC, the Air-India International also could develop 
a strong internal audit department to avoid the present duplication. 
As regards the Corporation’s second argument, it may be noted that 
professional auditors were there even before the Boeing Loan Agreement. 

The State Bank of India Act, 1955 provides for the appointment 
of two qualified auditors by the Reserve Bank in consultation with the 
Central Government. In addition, the Central Government can appoint 
“at any times such auditors as it thinks fit to examine and report on 
the accounts of the State Bank”^^ When the State Bank of India Bill 
was under consideration in the Lok Sabha Shri B. Das, a senior member 

^T/ie Reserve Bank of India {Tranfer to Public Ownership) Act, 1948, Sec. 7. 

^The Air Corporations Act, 1953, Sec. 15(2). 

^^Thirty-fourth Report of the Estimates Committee (Second Lok Sabha), p, 39. 

^^State Bank of India Act, 1955^ Sec. 41(1) & 41 (9). 
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of the House, felt strongly on the question of audit, and remarked: 
got the surprise of my life when in the year 1955 in clause (which 
dealt with audit) there is no desire to mention the name of the Auditor- 
General.”^^ He reminded the minister (Shri A.C. Guh a) that in other 
financial corporations, the Industrial Financial Corporation and 
the State Financial Corporations, the C & AG had been given a hand. 
The ministeris reply to this was naive and weak. He said: ‘'Every 
one of the Auditor- General’s reports is placed on the Table of the 
House and is liable to be debated... The State Bank will continue to be 
the biggest commercial bank of the country giving credit not only to 
other scheduled banks but also to industrial and commercial concerns. 
In these circumstances it is not quite prudent to lay all its reports on 
the Table. There may be some defects also; I do not claim that there 
will not be any defects or deficiencies, but still if we accept the function 
of this Bank as that of the biggest commercial bank of the country we 
cannot take that risk.” He conveniently overlooked the fact that the 
Industrial Financial Corporation and state financial corporations were 
also in the nature of banking institutions. To Shri B. Das’s interrup- 
tion that “You cannot evade the constitutional position”, the minister 
baldly replied: ''‘That may be a point for the Supreme Court.” 

At the time of the clause-by-clause discussion, an amendment was 
introduced to the eiBfect that the auditor be appointed by the C & AG 
and not by the Reserve Bank, but it was lost.^^ Similarly, another 
amendment negatived was that the Centre’s power “to appoint such 
auditors as it think fit” should specifically be mentioned to include the 
Auditor-General.^^ 

A year later when the Life Insurance Corporation Bill was before 
the Lok Sabha, there was a major controversy on the issue of the C & 
AG’s audit control over the Corporation. The minister, Shri C.D. 
Deshmukh, who piloted the Bill, had to face a rough time in keeping 
the C & AG at arm’s length. The minister was in difficulty, parti- 
cularly because, in the past, at his own instance, the C & AG had 
found a place in the statutes relating to several public corporations, and 
in the law dealing with government companies. He had no convincing 
answer to the question repeatedly thrown at him: Why other cominer- 

J^This is now Section 41 of the State Bank of India Act. 

Sabha Debates, 23rd April, 1955, col. 6135. Shri B. Das had been agitating 
for the nationalisation of the Imperiai Bank for a long time and as such wa§ given the 
first chance to speak on the nationalisation bill. 

col. 6390. It is interesting to note that when Shri A.C. Guha was not 
sitting on the Treasury Benches his views about the powers of the C & AG in rela- 
tion to public enterprises were different. 

^^Lok Sabha Debates, 30th April, 1955, eol. 7167. 

'^^Jbid. This amendment was introduced by a Communist member, Shri Sadhan 
Gupta. There was no discussion on the motion. 
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cial and biisiness enterprises were put under the C & AG’s jurisdic- 
lion? His argument was that ‘"the enterprises like the D.V.C., I-F.G., 
Air Corporations and government companies function more or less 
under governmental conditions”. He also took the help of arguments 
of maintaining status quo in the Corporation’s working, and of the 
shortage of staff with the C & AG^’ 

Shri C.D. Deshmukh discounted the main fear expressed by the 
M.Ps. that denying the C & AG’s jurisdiction would affect parlia- 
mentary accountability. His appeal was: “You could always add later, 
if you find the present system does not work”. And finally the emotions 
were brought into play. The minister felt “terrified of the wisdom and 
hindsight” of the C & AG. He went on to disclose: “When I took 
the initiative in suggesting nationalisation of life insurance, to my 
colleagues in the cabinet I said that if the affairs of the Corporation, 
or whatever we might establish, were going to be audited by the ordi- 
nary audit machinery, then I would not recommend the nationalisation 
of life insurance.”^® 

The impression of an unjustifiable extension of the Auditor- 
General’s control along with Dr. Paul H. Appleby’s scathing and 
assailing criticism of the Auditor-GeneraP*^ (a reference to it was made 
by him during the debate) might have influenced the minister’s thinking 
on the subject. The minister fought and won against the C & AG. 
The clause regarding audit, was not finally amended to bring in the 
C & AG’s audit. The impression^® given was that the question was 
being fought more on prestige than on merit, though it could be fought 
on merit as well. 

The above discussion indicates how a systematic eiTort has been 
made by parliament to extend the jurisdiction of the C & AG to all 
public enterprises. The critism that was levelled by the C & AG, 
Shri Narhari Rao, that Government companies were a fraud on the 
constitution because, inter aha, the C & AG had not been given a 
statutory right to audit government companies has been met by the 

^^Lok Sab ha Debates, 21st May, 1956, cols. 9073, 9078. 

col. 9078. From the official records it appears that while speaking about 
the C & AG the minister’s remarks had to be expunged at three places. It is there- 
fore difficult to gauge the emotions intermingled with the issue. Lok Sab ha Debates, 
22nd May, 1956, col. 9223. 

h^loby, Ee-exarrmatio^ Indians Administrative System with Special 
Reference to Administration of Government Industrial and Commercial Enterprises, 
Cabinet Secretariat, Government of India, New Delhi, 1956, pp. 27-9. 

‘^<^One of the events which created such an impression was a note circulated by 
the C & AG to some members of parliament in support of his claim to audit the 
accounts of the LIC (Lok Sabha Debates, 1956, Appendix XIV, Annexure 32). The 
minister, Shri C.D. Deshmukh, took a strong exception to the circulation of this note, 
(Vide Lok Sabha Debates, . , , 22nd May, 1956, col. 9223.) 
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amendment of the Companies Act in 1956, which provides that the 
C & AG shall have a right: (a) to direct the manner and to give 
instructions about the way the accounts shall be audited, [b) to conduct 
a supplementary or test audit, (c*) to comment upon or supplement 
the audit report which was to be submitted to him by the auditors, and 
(d) to advise in the matter of appointment of auditors.-^ Similarly, 
the anxiety of the members of parliament that the accounts of the 
public corporations should be audited by the C & AG or at least in the 
matter of appointment of auditors, the C & AG should have a say 
and that he must have the right to comment upon the audit conducted 
by such auditors — has been largely met except in the case of Life 
Insurance Corporation and the State Bank of India. 

Dean Appleby attributes desire to extend the control of C & AG 
to parliament’s ‘greatly exaggerated notion’ of the importance of auditing 
and of ‘parliamentary responsibility’. Parliament, he says, has given 
‘unselective attention’ to what he calls “the pedestrian function of audit- 
ing”. He charges parliament for not defining the functions of the 
C & AG, as the eonstitution contemplated it would do resulting in 
“Into the vacuum thus left, the auditor (C & AG) has moved. 

Whether this criticism is justified or not. it is true that because the 
C & AG occupies an important position’^ in the Public Accounts 
Committee, parliament has a very favourable attitude towards C & 
AG’s audit. Serious financial irregularities in some public enterprises 
have further accentuated parliament’s desire to extend C & AG's 
audit to public enterprises. 

Ill 

Let us now examine the content of the C & AG’s audit of public 
enterprises and the manner in which it is conducted. 

is important to note that the original language in the Bill regarding appoint- 
ment was “after consultation with’ the C & AG but it was charged to “on the advice 
of the C & AG” on private member’s motion. {Vide Lok Sabha Debates, 8th Sep- 
tember, 1955, cols. 12990-12999.) 

H. Appleby, op, cit. p. 29. Appleby's reference to the Constitution relates 
to Article 149. This Article states: “The Comptroller and Auditor-Genera! shall per- 
form such duties ond exercise such powers in relation to the accounts of the Union and 
of the States and of any other authority or body as may be prescribed by or under any 
Law made by Parliament. . , Parliament, it may be noted, has not yet moved in the 
matter even though the matter is under consideration since 1958. 

23Very much unlike his counterpart in the UK, the C & AG in India, “conti- 
nuously holds consultation with' the chairman as the evidence is proceeding and very 
frequently asks questions from the departmental witnesses and also makes comments 
and observations in the course of such evidence”. S.L. Shakdhar, Comptroller and 
Audit-General of India ai.d the U.K.— A Comparison,” Indian Journal of Public 
Administration, VolAV, No. 4. p, 407. 
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It is iiiiportant to note that auditors of the C & AG’s office gene- 
rally insist on,' reporting whatever does not fit within its mould of rules, 
regulations and procedures. Nowhere audit manuals and' instructions 
give discretion to the audit staff to attach lesser weight to lapses of 
procedure or regulations if the enterprise is being adininistered efficien- 
tly.^^ The auditor would argue: it is no part of his duty to pass a ver- 
dict or give a judgment about an enterprise, it is for the Public accounts 
committee or parliament. He collects, collates and analyses facts as 
fully as possible and invites parliament’s attention to them. Not only 
that audit objections are mostly petty and formal often a presumption 
of mala fide is made simply because a particular procedure has been 
circumvented to meet the exigencies of a situation. 

This approach is bound to do great harm to a live business organi- 
sation. Business means taking delicate decisions, some of which must 
go wrong. No individual in business would like to be haulted up before 
a parliamentary committee and explain the correctness of a decision 
taken years back, probably by his predecessors, in altogether different 
conditions and circumstances. As the C & AG’s reports attract great 
attention from parliament and the public, much damage could be done 
even by small matters."^ While caution and care must be exercised, 
there is always a point beyond which the price to be paid for 
excessive caution becomes disproportionately high. People and parlia- 
ment will, therefore, have to be educated to be tolerant of minor errors 
if an enterprise has on the whole made a success; while being intolerant 
of failure to achieve the specified goals. 

A good deal of the criticism of C & AG audit also arises because 


a^The audit department’s view is that many of the rules, regulations and proce- 
dures which audit has got to follow are laid down by the administration. Government 
has rules of procedure for financial controls, many of which persist from the colonial 
days and are based on the philosophy of distrust of the individual. These rules have 
got to be followed even though outmoded and, in many cases, meaningless. But the 
blame for the results is shifted to audit The present C & AG told the writer that 
audit people are completely helpless about many of the rules of proceduie laid down 
by the administration. And even the C & AG’s efforts to get frustrating rules changed 
may not always be successful. 

is necessary to state that audit objections do not just go before the PAG and 
parliainent. In addition to the discussions and exchange of views in the course of 
audit, before the final report is submitted to the enterprise, it is discussed in the appro- 
priate ministry at a high level, the participants being the ministry officials, the C & 
AG staff and the enterprise. Some of the more important observations of the C & 
AG on various public enterprises form part of his report to parliament which is look- 
ed into by the PAG. Thus, the number of objections which reach parliament are 
very few as compared with the total objections raised by the G & AG staff in 
various public enterprises. 
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it is claimed to be an efficiency-cum-propriety audit.^® For this pur- 
pose, it probes into the decisions taken by the Board of Directors. Dr. 
Paul H. Appleby questioned this and also objected to the instruetioiis 
of the C & AG regarding the audit of public enterprises which state 
'‘the audit by the C & AG will be generally directed towards a review 
of the decisions taken by the board of directors to ascertain to what 
extent their powers have been exercised in the best interest of the under- 
takings.^^ About these instructions he challengingly asks; ‘‘What 
special competence for appraising objectives and appraising administra- 
tive performance in general has the C&AG. What is the cabinet 
for, what is the prime minister for, what is parliament for, what are the 
individual ministers for, what is a secretariat for, and what is a bureau- 
cracy for?”“^ 

Even assuming that it is proper for the C & AG to conduct 
elBciency-cum-propriety audit, experience has shown that even with its 
modern slant on managerial assessment, audit can only look into mana- 
gerial ejfficiency so far as it is reflected in the financial results of an 
enterprise’s working. Audit of accounts, however, widely interpreted 
is incapable of evaluating technical efiBciency.^^ An auditor for instance, 
cannot comment upon the alternative courses of business decisions in 
regard to investment in factors of production, or whether the technical 
efficiency of the means of production is at its optimum. Similarly, an 
auditor is not competent to review specific management decisions. 

The C & AG in India in this regard suffers from an additional 
drawback, v/z., that he does not have adequate qualified personneL 
The commercial audit department of the C & AG’s organisation is 
staffed largely by those brought up in government audit tradition. They 
find it difficult to adjust themselves to differing circumstances of public 

26Accordiiig to the present C & AG, his audit evaluates only financial efficiency 
as distinct from any other efficiency. But it is not quite clear what the financial effi- 
ciency will cover. 

27paul H. Appleby, op, cit„ pp. 28-9. These instructions were issued by Shri Asok 
Chanda. The present C & AG, Shri A.K. Roy, does not agree with them. 

mbid„p.29. 

29Sir Frank Tribe, a former C & AG of the UK, in his evidence to the Select 
Committee on Nationalised Industries, said, “I could undertake the audit of public 
corporations, although I do not want to, but I would like to make it quite clear that, 
if I were to be charged with this duty I should certainly not claim that I could under- 
take an efficiency audit. I think there is a lot of misconception about this. I do not 
believe myself that any examination of a board's accounts can ever lead to a right 
judgment upon the efficiency as such of the organisation itself. . . .1 believe certain 
accountants in America do claim to do that kind of (efficiency) accounting, but. . . they 
have on their staff experts in personnel management and other types of efficiency, 
including often technical engineers and other technicians, and then they make a com- 
prehensive report on efficiency, only part of which is related to the accounts.” Report 
of 23rd July, 1953, HMSO, evidence, Q. 136, p. 16. 
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enterprise audit. A proper reorientation of their outlook has not yet 
taken place. Further, the audit parties deputed to various public enter- 
prises are so often changed that they lack proper perspective of the 
enterprise’s operations.^^ As their conclusions are based on insulRcient 
knowledge of the organisation, these are taken lightly and even ridiculed 
by persons with the inside knowledge of the organisation’s working. 
The audit staff thus unnecessarily gives an impression of being ‘'blood- 
hounds” rather than the ‘watch-dogs’ which they are supposed to be. 

In the U.S., government corporations are audited by the Comp- 
troller-General. But the corporate audit division of the Comptroller- 
GeneraFs office is largely manned by professional auditors. The 
standards for audit by the Comptroller-General conform to those 
adopted by the American Institute of Accountants and his offices con- 
duct audit in a manner comparable to any large independent public 
accounting organisation.^^ If the C & AG’s audit is to serve a more 
useful purpose, the need would be to strengthen its staff by recruiting 
persons from the profession, and of giving them suitable training.®^ 
Refresher courses would also be necessary for the existing staff to 
acquaint them with the ins and outs of the operation of state commer- 
cial and industrial enterprises. 

IV 

A special feature of the government company audit requires to be 
noted here. Section 619(3) {a) of the Companies Act empowers the C 
& AG to direct the manner in which the Company’s audit shall be 
conducted and to give instructions in regard to the audit of government 
companies.^^ In 1959, the government wrote to the C & AG to 
explore the possibility of giving direction under the law. But the C & 
AG took no action in the matter. Later, a Cabinet ‘direction’ was 
given to the C & AG to exercise his powers under section 619(3) (a) 

s^For instance, in the Indian Airlines Corporation, within a period of eight years, 
more than half a dozen important changes in the personnel of the C & AG staff, 
which is supposed to be permanently posted there, have taken place. The attempt of 
the G & AG, it is stated, is, as far as possible, to send the same audit party to an 
enterprise for a reasonably long period. But there are practical difficulties of synchro- 
nising the time of audit with the aeailability of the staff. 

^^Report on Mmagement Accounting, mhmttQd to i)xQ Council of the Institute of 
Chartered Accountants of India, New Delhi, 1958, pp. 128-129, 

32At present the Indian Audit and Accounts Service probationers are provided 
with a ten-week practical training in some firms of chartered accountants. 

®3Sec. 619(3) {a) states: “The C & AG shall have power to direct the manner in 
which the company’s accounts shall be audited by the auditor appointed in pursuance 
of sub-section (2) that is, on the advice of the C & AG of India, and to give such 
auditor instructions in regard to any matter relating to the performance of his func- 
tions as such/’ 
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Eventually in March 1962, a direction was issued to all the auditors ol 
government companies. The object is to make audit 'more fruitfuF 
and "to provide useful data fora correct appreciation of the public 
enterprises’ financial operations’’'^^ 

By this direction, professional auditors, among other things have 
been asked to comment upon the system of accounts, internal control 
and costing. They are to calculate: (/) return on capital invested, (//) 
ratio of closing stock to net sales, (m) ratio of net profits to net sales, 
(h’) ratio of current assets to current liabi lities, and (v) ratio of cost of 
sales to net sales. The auditors would now give their opinion about the 
adequacy of financial provisions for the maintenance of plant and 
machinery, and about the effectiveness of the system of procurement 
and disposal of stores. The auditors are now also expected to look into 
the basis of fixing the selling prices of the products of the company, and 
how such prices compare with the cost of production.''"^ 

It is pertinent to ask: What remains for the C 8l AG’s staff to do 
when the professional auditors carry out the above function, besides 
their own routine checks? It is argued that when these instructions 
will be put into effect, there may be no occasion for the C & AG to 
conduct a test or supplementary audit (which is said to be eiliciency- 
cum-propriety audit) as contemplated by Section 619 (3) (^). In fact, 
a very senior official of the government disclosed, that when the audit 
provisions in section 619 of the Companies Act were being drafted in 
consultation with the then C & AG, Shri Narhari Rao, it was never 
thought that the tester supplementary audit would be carried out in 
every case. It is, therefore, hoped that this power would be more of a 
formal nature and used sparingly. Shri Asok Chanda has suggested 
that an independent audit by the C & AG should be invoked "only 
where the normal audit reveals gross mismanagement.”'^’ 

It has been suggested that if the C & AG volimtarily spares the 
government companies of his test or supplementary audit, particularly 
when professional auditors are appointed on his advice, and he directs 
their audit, it would relieve them from much inconvenience. This would 
not in any way mean abandonment of his audit control because under 
Section 619(4) he would still continue to comment upon their reports.® 

S'^Audit Report (Civil), 1962, p. 114. 

'^^For a complete list of aspects required to be attended to by the commercial 
auditors, as per the directions issued by the C & AG, referred to earlier, see 
Amiexure, 

s^The officer concerned would prefer to remain anonymous. 

3’ Asok Chanda, Indian Administraiion, Allen & Unwin, London, 1958, p. 202. 

sssection 619 (4)reads: “ Ihe Auditor aforesaid (the auditor appointed on the 
advice of the C & AG) shall submit a copy of his audit report to the Comptroller 
and Auditor-General of India, who shall have the right to comment upon, or supply- 
in^nt, the audit report in such manner as he may think fit.” 
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It is important to note that even at present his reports on government 
companies are under Section 619 (4) and not under Section 619 (3) 
and in majority of the cases no comments are made by him on the 
professional auditors’ reports.^^ 

V ■ 

In conclusion, dogmatism of any kind should be avoided about 
the C & AG’s audit of public enterprises. All the world over, in 
varying measures there is a shift from autonomy to control over piiblic 
enterprises and there is least doubt that C & AG’s audit is an impor- 
tant instrument of this control. What is necessary, therefore, is not to 
do away with the C & AG’s audit, but to regulate the form, content 
and approach of his audit so that it may be carried out with the least 
damage to business efficiency of public enterprises. An important change 
would be to lay much greater emphasis on the assessment of the results 
rather than on the meticulous implementation of the rules and proce- 
dures. As regards the failures or mistakes, the effort should be to 
suggest ways and means which will lead to the avoidance of abuse or 
irregularity in the future. Further, audit report should be oriented in 
a positive way so as to lead to purposive action.^^ It is necessary to 
allow greater discretion to the audit staff to decide the seriousness and 
implications of a default on the spot. This is only possible if the staff 
are competent, experienced, and sufficiently senior. 

Pay scales of the staff entrusted with the audit of public enterprises 
would also have to be enhanced to recruit and retain sufficient 
number of persons of the requisite qualifications. Only a properly 
trained audit staff, imbued with the sense which pervades any well- 
organised, purpose-conscious, and efficient business organisation, could 
remove the stigma of Tusy about frivolities’ attached to government 
audit. 

s^Section 619 (3) {b) reads: “The Comptroller and Auditor-General of India shall 
have power to conduct a supplementary or test audit of the company’s accounts by 
such person or persons as he may authorise in this behalf: and for the purposes of 
such audit, to require information or additional information to be furnished to any 
person or persons so authorised on such matters, by such person or persons, and in 
such form, as the Comptroller and Auditor-General may, by general or special order, 
direct ” 

'^0Outof36 reports or more important government companies for the year 
1960-61, no comments appear in 24 cases. The usual pattern being: “I have to state 
that there are no comments upon or supplementary remarks to the auditor’s report 

under sub-section 4 of section 619 of the Companies Act on the accounts of Ltd, 

for the year ended 

*iThe latest audit report on civil appropriations presents a marked improvement 
over earlier reports. See chapter VIII, government commercial undertakings, Au^it 
Keport (Civil) 1962* 
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It is heartening to note that both the C & AG and the Director 
of Commercial Audit (officer directly in charge of public enterprises 
audit), whom the writer met, recognise the need for improvement in 
their department. They feel that such improvements are in the making. 
Their approach is definitely progressive and positive. There is apprecia- 
tion of the point of view of public enterprises and a recognition of 
their own shortcomings. This progressive and enlightened outlook at 
the top is bound to be reflected at the lower levels in the course of 
time. □ 



The Role of Public Enterprises 
in the Indian Economy’" 

V.K.R.V, Rao 


P UBLIC ENTERPRISES have been a significant part of the Indian 
economy even before the advent of independence. Thus, the book 
value of gross fixed assets owned by the central and state governments, 
together with the working capital in the enterprises concerned, amount- 
ed to about Rs. 875 crores at the end of 1947-48. By 1950-51, this had 
risen to over Rs. 1 ,200 crores, distributed mostly as under: 

(Rs. crores) 


Railways , 837 

Irrigation works (including multi-purpose river 

valley projects) 230 

Communications and broadcasting 53 

Electricity undertakings . 40 

Industries 44 

Civil Aviation ' 10 

Ports 8 

Central Tractor Organisation 5 


Total 1 ,236 


In the same year, the value of productive capital assets in the private 
sector in organised industry, mi|iing, plantations, transport and electri- 
city undertakings was of the order of about Rs. 1 ,500 crores. Thus, 
even before we began our five year plans, the public sector was playing 
not a negligible role in Indian economy. 

In this article, we are concerned with industrial and commercial 
enterprises. We, therefore, say nothing about the additions to public 

♦From Indian Journal of Public Admirfstration, Voh X, 1964, No. 3, pp. 412*26. 



2 Public Enterprises 


enterprise made by the nationalisation of the Imperial Bank of India 
and of life insurance business both of which were effected during the 
plan period. As far as organised industry and commerce were con- 
cerned, the public sector was playing a negligible role in 1950-51, the 
value of productive capital employed therein being only of the order of 
Rs. 44 crores. The First Plan saw an addition of Rs. 57 crores to the 
public sector in industry and commerce. The Second Plan marks the 
real commencement of the public sector in India in the industrial and 
commercial field. The addition that the second plan period saw to state 
capital in industry and commerce was of the order of Rs. 870 crores. 
The outlay targeted for the Third Plan was Rs. 1,520 crores; and accor- 
ding to newspaper reports, the corresponding figure for the fourth plan 
period is placed at Rs. 3,200 crores. If the Third Plan figures are realised 
and the Fourth Plan estimates prove true, then there would be at the end 
of the Fourth Plan period a public sector in organised industry and 
commerce which would have a capital base of no less than Rs. 5,691 
crores as against which the value of productive capital in the private 
sector in the same field would only be Rs. 5,857 crores. In other words, 
within a period of 20 years from the inception of planning in this coun- 
try, the public sector would be occupying a position in industry and 
commerce that would account for well-nigh half of the entire field as 
against a proportion of 2.9 per cent with which we began in 1950-51. 
When the composition of the public sector investment is taken into 
account, it would be seen that the public sector would occupy a com- 
manding position as far as basic industries and capital goods industries 
are concerned. There can, therefore, be no doubt about the importance 
of the role of public enterprises in the Indian economy. 

DISCONCENTRATION OF ECONOMIC POWER 

This vast extension of public enterprises in Indian economy has 
not come about fortuitously. Behind it is planned development and 
behind this planned development there is a social and economic phi- 
losophy. This philosophy has been spelt out in the three plan reports 
issued so far as also in the Government’s Industrial Policy Resolutions of 
1948 and 1956. Broadly speaking, the economic objective behind this 
extension is to help in building up the economy by undertaking enter- 
prises which are basic from the point of view of economic growth and 
which, nevertheless, either by virtue of the size of capital involved or 
other reasons were not likely to be taken up by the private sector. Thus, 
the First Plan document points out: “The scope and need for develop- 
ment are so great that it is best for the public sector to develop those 
industries in which private enterprise is unable or unwilling to put up 
the resources required and run the risks involved.” The Second Plan 
document went a little further and stated: “The public sector has to 
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expand rapidly. It has not only to initiate developments which the 
private sector is either unwilling or unable to undertake; it has to play 
the dominant role in shaping the entire pattern of investments in the 
economy, whether it makes investments directly or whether these are 
made by the private sector.” Elaborating the field which should be 
taken up by the public sector, the Second Plan document continues: 
/The use of modern technology requires large scale production and a 
unified control and allocation of resources in certain major lines of 
activity. These include exploitation of minerals and basic and capital 
goods industries which are major determinants of the rate of growth of 
the economy. The responsibility for new developments in these field 
must be undertaken in the main by the state and the existing units have 
also to fall in line with the emerging pattern.” 

There is also a major social objective underlying the philosophy 
behind this planned extension of the public sector. The acceptance by 
government of the goal of a socialist pattern of society and the 
Industrial Policy Resolution of 1956 which followed this acceptance 
emphasised the social considerations behind the extension of the public 
sector. Thus, the Industrial Policy Resolution of 1956 stated: “The 
adoption of the socialist pattern of society as a national objective, as 
well as the need for planned and rapid development, require that all 
industries of basic and strategic importance, or in the nature of public 
utility services, should be in the public sector. Other industries which 
are essential and require investments on a scale which only the state, in 
present circumstances, could provide, have also to be in the public sector. 
The state has, therefore, to assume direct responsibility for The future 
development of industries over a wider area.” The Second Plan docu- 
ment also stressed the importance of using the public sector as an 
instrument for preventing concentration of economic power. Thus, it 
is stated in the document: “Public ownership, partial or complete, and 
public control or participation in management are specially required in 
those fields in which technological considerations tend towards concen- 
tration of economic power and wealth.” The Third Plan document car- 
ried this argument further and made it more specific and categorical. 
Thus, it is stated in this document: “As a decisive instrument which 
the state can employ in preventing concentration of economic power and 
growth of monopolistic tendencies, the rapid expansion of the public 
sector serves a two-fold purpose. It helps to remove certain basic 
deficiencies in the economic structure and at the same time it reduces the 
scope for accumulation of wealth and large incomes in private hands.... 
As the relative share of the public sector increases, its role in economic 
growth will become even more strategic and the state will be in a still 
stronger position to determine the character and functioning of the 
economy as a whole.” It will be seen, therefore, that behind the planned 
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extension of the public sector, there is an economic argument of speed- 
ing up growth and at the same time guiding the private sector in the 
same direction. Simultaneously, there is behind it the social argument 
of preventing concentration of wealth and income in private hands and 
giving the state a commanding position in determining the character and 
functioning of the economy as a whole in order that it may march to- 
wards the eventual establishment of a socialist society. 

CATEGORISATION AND ROLE ENTRUSTED 

The concrete operation of this policy was determined first b^ the 
Industrial Policy Resolution of 1948 and subsequently by the Industrial 
Policy Resolution of 1956. In terms of the first resolution, the prin- 
ciple of government ownership and control was accepted in regard 
to a segment of the economy comprising arms and ammunition, atomic 
energy and railways. This resolution also stated that in regard to 
certain key industries like coal, iron and steel, aircraft manufacture, 
ship-building, manufacture of telephone, telegraph and wireless appara- 
tus, etc., the state is to be responsible for further expansion except to 
the extent it considers the cooperation of private enterprise necessary 
for the purpose. In the rest of the industrial field, the initiative for 
development and the responsibility for management was to rest on 
private enterprise. Government, however, reserved the right to acquire 
any undertaking in the public interest and to intervene in cases where 
the conduct of industry under private enterprise is not satisfactory. 
The Industrial Policy Resolution of 1956 proceeds further and classi- 
fies industries into three categories*, having regard to the part which 
the state would play in each of them. The first category shown 
in schedule ‘A’ consists of industries the future development of which 
will be the exclusive responsibility of the state. In the second category 
shown in schedule ‘B"" are industries which will be progressively state- 
owned and in which therefore the state will generally take the initiative 
for establishing new undertakings but in which private enterprise will also 
be expected to supplement the effort of the state. The third category 
comprises all the remaining industries, the further development of which 
will, in general, be left to the initiative and enterprise of the private 
sector. 

It must be pointed out that the Resolutions themselves as also the 
plan documents made it clear that the role of the public sector was not 
to be interpreted rigidly in terms of these categories. Thus, even in 
the industries listed in schedule 'A’, the expansion of existing private- 
owned units was not precluded, while the state was also free to secure 
the cooperation of private enterprise in the establishment of new units 

*The industries listed in Schedules ‘A* and ‘B* of this Resolution are given in 
Appendix A’ to this article. 
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when the national interest so required. Similarly, while in schedule ‘B’ 
the state is expected to enter progressively and enlarge its operation, 
private enterprise was also to have the opportunity to develop 
either on its own or with state participation. In the case of industries 
which constituted the third category and which were in general, 
left to the initiative and enterprise of the private sector, it was open to 
the state to start any industry if it found it expedient to do so. The 
Second Plan document stated: “The prime consideration determining 
state policy covering the whole industrial field is promotion of rapid 
development in keeping with the overall objectives defined. The 
public sector has to grow — and rapidly — and the private sector has 
to conform to the requirements of the plan. There is necessarily to 
be ‘a great deal of dovetailing’ between the two sectors and it is 
recognised that the private sector has to be given the opportunity and 
facilities to function effectively within the field allotted to it. It is 
within the framework of this new industrial policy resolution that 
rapid industrialisation has to be carried through in the coming years.” 
This emphasis on taking a coordinated view of the private and 
public sector industries and the attitude of flexibility in the operation 
of the industrial policy resolution was re-emphasised in the Third Plan 
documents. I quote: 

The expansion of industry will continue to be governed by the 
Industrial Policy Resolution of April, 1956. As in the Second Plan 
the roles of the public and private sectors are conceived of as 
supplementary and complementary to one another. For example, 
in the case of nitrogenous fertilizers where the public sector has 
already assumed a dominant role, it is envisaged that during the 
Third Plan the private sector will enter this field in a bigger way 
than in the past and supplement the efforts of the public sector. In 
the case of pig iron, the policy has been relaxed to allow the 
establishment of plants in the private sector with a maximum 
capacity of 100,000 tons per year as compared to units of 15,000 
tons permitted so far. Programmes for the manufacture of dyestuffs, 
plastics and drugs in the private sector will be largely complemen- 
tary to tlie programme for the manufacture of primary aromatic 
compounds as by-products at the steel works and of organic inter- 
mediates to be undertaken in the public sector. Similarly, whereas 
the manufacture of bulk drugs will be organised in a big way in 
the public sector, the further processing of bulk drugs will also be 
undertaken in the private sector. 

The latest position in regard to the public sector in industrial and 
commercial undertakings is available for the year 1962-63. At the 
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end of this year, the total investment in public enterprises in industry 
and commerce totalled Rs. 1,372 crores. This total investment was 
distributed as follows: 


1962-63 



Amount 

Percen- 


(Rs. in crores) 

tage 

(0 Undertakings under construction 

274.8 

20.03 

(//) Running Concerns — Hindustan 

724.1 

52.78 

Steel Ltd. 

(ni) Runnmg Concerns— Other than 

313.7 

22.86 

Hindustan Steel Ltd. 

(iv) Promotional and Developmental 

59.4 

4 33 

Undertakings 

Total 

1372.0 

100.00 


It is important to make this classification of four categories as for- 
mulated in the foregoing table, if one wants to take an objective and 
intelligent view of the profitability of public enterprises in India. 

The first category, which accounts for a total capital of Rs. 274.8 
crores, obviously cannot be expected to give any yield as it relates to 
undertakings which are still under construction. Given below is a list 
of these undertakings: 

Year of 
commencement 


1. Heavy Electricals (India) Ltd. 1956 

2. Heavy Engineering Corporation Ltd. 1958 

3. Hindustan Organic Chemicals Ltd. 1960 

4. Hindustan Photo Films Manufacturing Co. Ltd. 1960 

5. Hindustan Teleprinters Ltd. 1960 

6. Indian Drugs and Pharmaceuticals Ltd. 1961 

7. Indian Refineries Ltd. 1958 

8. National Minerals Development Corporation Ltd. 1958 

9. Neyveli Lignite Corporation Ltd. 1956 

10. Pyrites & Chemicals Development Co. Ltd. 1960 


The investment on these undertakings stood at Rs. 275 crores at the end 
of the year and eventually is expected to reach about Rs. 650 crores, 
excluding about Rs. 100 crores on township planned so far in connec- 
tion with these projects. 
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The second category, v/z., the Hindustan Steel Ltd., is a class by 
itself, partly because the investment made therein (Rs. 724 crores) 
represents about 53 per cent of the overall investment in organised 
industry and commerce and partly because alongside with the operation 
of the one million tonne stage in the three plants, huge expansion pro- 
grammes and the establishment of alloy steels plant (estimated to cost 
Rs. 400 crores) are in the process of implementation. Obviously, 
therefore, the results of the working of this undertaking cannot be 
merged with those of the concerns included in category (u7) which are 
in full and commercial operation. The cumulative loss sustained by the 
Hindustan Steel Ltd. as the close of the year 1962-63 amounted to 
Rs. 61.6 crores. When considering this figure, it must be remembered 
that it is arrived at after making provision for full payment of Rs. 17.5 
crores due to government in 1962-63 on capital loans advanced to the 
concern. The gross surplus before providing for depreciation and 
interest due to government rose from a figure Rs. 19.5 crores in 1961-62 
to Rs. 23.9 crores in 1962-63. There can be no doubt that if this trend 
continues, it will not be long before Hindustan Steel Ltd. will be able 
to have a gross surplus that would meet both depreciation and interest 
charges, after which it will not be long before it begins to give a net 
surplus and therefore a dividend on its equity capital. 

In considering the time that Hindustan Steel Ltd. are taking to 
become profitable in the commercial sense, we must remember the long 
period of gestation involved as also its continuing expansion pro- 
gramme. Above all, if we want to be objective, we must compare the 
timfi taken by t he Tata Iron & Steel Company to start giving dividends 
on its equity capital. If that is done, it will be seen that the record of 
the public sector in the iron and steel industry is by no means un- 
favourable as compared to the performances of the private sector in 
the same field. 

It is the third category, namely, the running concerns other than 
the Hindustan Steel Ltd. which can be regarded as public enterprises in 
the industrial and commercial field which either have come of age or 
are more or less reaching that position. These concerns number 29 
and accounted for a total investment of Rs. 313.7 crores. By 1962-63 
these concerns had accumulated a reserve of Rs. 43 crores, are regu- 
larly paying interest on the loans received from government, have made 
a tax provision for Rs. 4.7 crores and have declared a dividend of 7.6 
per cent on their paid-up capital. Their net profit as percentage of net 
worth amounted to 6.7 per cent while their gross profit as percentage of 
capital employed amounted to 7.8 per cent. The rapidity of the pro- 
gress which has been made during 1962-63 as compared to 1961-62 can 
be seen from the fact that gross profits during 1962-63 amounted to 
Rs. 24.7 crores as against a corresponding figure of Rs. 14.7 crores in 
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the previous year/ Similarlyj the net profit as percentage of paid-up 
capital went up from 4.5 to 7.6 per cent, net profit on net worth from 
4.1 to 6.7 per cent and gross profit as percentage of capital employed 
from 5.2 to 7.8 per cent. 

No one who takes an objective view can fail to ignore this trend 
and the rising movement towards profitability of public enterprises that 
it shows. Even in absolute terms, if we compare this performance with 
that of the private sector on the basis of a Reserve Bank Survey of 
1,333 selected companies with total paid-up capital of Rs. 721.4 crores, 
a net worth of Rs. 1,217 crores and gross capital of Rs. 2,627 crores, 
we find that the figures of gross profits as percentage of total capital 
employed was 10.1, while net profits as percentage of net worth was 9 
per cent. The difference between the rates of gross profits as percentage 
of total capital employed and net profits as percentage of net worth 
are not significantly higher than those in the public Sector. Such 
difference, as there is, can be more than explained by the long period 
during which the concerns in the private sector have been operating, as 
also the more profitable nature of the commodities they are engaged in 
producing. It is also interesting to note that wheres gross profit as 
percentage of total capital employed in running concerns rose only 
marginally from 10 per cent to 10.1 per cent between 1961-62 and 
1962-63, the corresponding figures for the running concerns in the 
public sector show a rise from 5.2 to 7.8 per cent. Similarly, while net 
profits as percentage of net worth have actually declined in the case of 
private sector from 10 per cent to 9 per cent during these two years, the 
corresponding figures for the public sector enterprises show a rise from 
4.1 to 6.7 per cent. In the face of these facts, it is really surprising to 
hear so much uninformed but nevertheless curiously emphatic assertions 
made by interested parties about the non-profitability of public sector 
enterprises and their allegedly significantly inferior position in economic 
terms as compared to private enterprises. 

Appendix B (i) and (ii) to this article gives relevant figures regard- 
ing the running concerns in the public sector and the profitability ratios 
in the private sector as estimated by the Reserve Bank Survey of 1 ,333 
selected joint stock companies in the private sector. 

As regards the fourth category, namely, promotional and develop- 
mental undertakings, it does not, by definition, lend itself to the cri- 
teria of profitability as in the case of the other public sector under- 
takings in the industrial and commercial field. The investment in these 
undertakings was Rs. 59.4 crores at the end of 1962-63 and they num- 
bered 9, as listed below: 

1. Central Warehousing Corporation. 

2. Export Risks Insurance Corporation Ltd. 
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(Renamed Export Credit and Guarantee Corporation Ltd.) 

3. Handicrafts and Handloom Exports Corporation of India Ltd. 

4. National Industrial Development Corporation Ltd. 

5. National Research Development Corporation of India. 

6. Oil and Natual Gas Commission. 

7. National Small Industries Corporation Ltd. 

8. Rehabilitation Housing Corporation Ltd. 

9. Rehabilitation Industries Corporation Ltd. 

Even in their case, it is interesting to note that their income and 
expenditure are practically in balance, while a reserve of Rs. 107 lakhs 
have been built up since their inception. 

MANAGEMENT AND ACCOUNTABILITY OF THE PUBLIC SECTOR 

While it is true that the record of the public sector does not com- 
pare unfavourable with that in the private sector, there are certain pro- 
blems facing the public sector enterprises which have to be solved if 
they are effectively to play the role envisaged for them in the planned 
development of our economy towards the establishment of a socialist 
society. The first point to emphasise, though perhaps the need for 
reiterating this emphasis is much less today than it was in 1956 when 
I first wrote on the subject, is that contrary to some popular notions 
on the subject, profits have an important place in a socialist society. 
The difference between the economic price and the social price would 
be what may be called planned profit, and this would largely corres- 
pond to the excise duties and sales tax and other indirect taxes that 
are imposed in a capitalist society, these planned profits being no more 
than a way of mobilising resources and making them available to the 
community for purposes both of investment and maintenance expendi- 
ture. 

Profits also have another important role to play insofar as they 
relate to the economic price itself. The economic price fixed at any 
particular moment of time is obviously based on the capital, technique, 
and productivity of the given base period when this price is fixed; any 
improvement in productivity k bound to lead to a decrease in the cost 
of production, and, in turn, this would lead to the emergence of a 
surpuls within the economic price itself and that would be a surpuls 
which will represent a measure of the nation’s increase in productivity. 
This surpuls would not be the result of the policies laid down at 
national level as in the case of difference between the economic price 
and the social price. On the contrary, it would represent the result of 
the motivations and efforts of a large number of persons engaged in 
productive activity. Hence the importance of arranging for proper 
incentives to stimulate the creation of this kind of surplus. That is the 
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reason why in socialist societies, now-a-days, individual enterprises 
are permitted to retain a larger share of such surpulses as they may 
create by an increase in productivity, this larger share to be used by 
them partly for increasing individual incomes of those engaged in the 
enterprises and partly for giving an opportunity to the enterprises in 
question to build up the financial resources needed for following their 
own independent investment policies. 

The second important problem that faces the public sector is the 
question of management. There is no doubt that management both 
at the top level as well as middle levels forms the most important instru- 
ment for the development of the economy. The growth of public 
enterprises cannot be determined merely by resolutions or by centrally 
formulated rules and regulations or even by merely stepping up the 
quantum of public investment. A great deal has to be left to the dis- 
cretion, intelligence, imagination, confidence and initiative of the 
person or persons who are in charge of decision-making in individual 
enterprises. I know that this problem of reconciling managerial initia- 
tive and autonomy with ministerial accountability to Parliament is a 
difficult and complex problem to which we have not yet succeeded in 
finding a solution. It is perhaps inevitable that managers in the public 
sector will always have some headaches as compared to their com- 
peers in the private sector because the former are answerable to 
ministers who in turn are responsible to Parliament, to the press and 
to public opinion. It is, therefore, inevitable that some handicaps and 
extra loads will fall on the shoulders of managers of public enter- 
prises. At the same time, we cannot let the bugbear of public accoun- 
tability to be so operated as to kill enthusiasm and initiative in indivi- 
dual public enterprises and prevent them from growing to the levels of 
output and efficiency that they must rise to, if they are to play a signi- 
ficant role in the building of the Indian economy. Even under the 
existing framework, I believe, there are a great number of rules and pro- 
cedures which prevent individual managements from exercising their full 
decision-making powers. Surely, it should be possible to amend and 
modify, if not eliminate, some of these economically unjustified and 
psychological irritating rules and procedures without affecting the basic 
rationale behind public accountability. 

It is, I think, also necessary to take a fresh and comprehensive view 
of this problem of reconciliation between central control necessitated 
by public accountability and individual autonomy necessitated by the 
needs of growth and increasing profitability. As I have already 
stated, public sector enterprises in industry and commerce would by the 
end of the Fourth Plan be responsible for investment to the tune of more 
than Rs. 5,691 crores and it may well be that even this vast figure might 
find itself more than doubled by the time we come to the end of the 
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Fifth Plan. Public enterprises are thus going to constitute a most signi- 
ficant sector of the Indian economy and will indeed occupy a com- 
manding position as far as organised industry and commerce are 
concerned. It is, therefore, absolutely essential that considerations of 
efficiency, profitability, and growth must all be given their proper place 
in addition to the factor of public accountability, which of course 
cannot be ignored in a democratic society like ours. I would, therefore, 
plead most earnestly for the gathering together of all experiences in this 
field; and for doing this, it is on the Soviet Union rather on the western 
countries that we will have to fall back upon. After gathering and 
analysing all available material in regard to the ways and means by 
which this problem of reconciliation is attempted to be solved in the 
Soviet Union and also the manner in which individual giant concerns in 
the western capitalist countries have attempted to solve this problem of 
reconciliation between their centralised control and the growth and 
profitability of their branches, subsidiaries, and allied units, we should 
then of course have to do our own thinking in the context of Indian 
conditions and evolve a policy that will attempt reconciliation to the 
maximum possible extent between public accountability and individual 
enterprise initative in the public sector in industry and commerce 
in this country. I believe that this is a must which cannot be ignored 
if we want public enterprises in India to play the role that has been 
envisaged for them in our policy resolutions and in our plan docu- 
ments. 

PHILOSOPHY OF DEMOCRATIC SOCIALISM 

Finally, I would like to re-emphasise the social considerations and 
the philosophy underlying the extension we are envisaging of public 
enterprises in India. While purely economic considerations are most 
important, public enterprises are not just business concerns in the sense in 
which it is understood by private enterprises. There is a certain philo- 
sophy behind the extension of our public sector. This philosophy is, as 
is well known, the philosophy of democratic socialism. We are wanting 
to use the public sector as a major instrument for bringing into existence 
and operating a democratic socialist society in our country. In fact, the 
two major instruments envisaged for establishing a socialist society in 
our country, are, on the one hand, a very large increase in the facilities 
m social services and education and equalisation of opportunities and 
on the other hand, a very large extension of the public sector. The 
strategy which we employ for bringing into existence a socialist demo- 
cracy through constitutional methods and consistently with preserving 
the freedoms associated with political democracy is through the exten- 
sion of the public sector. 

It is high time, therefore, that those concerned with both the esta- 
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blishment and management of public enterprises in this country should 
consider this aspect of the matter. Apart from the need for public 
sector enterprises observing all the labour laws and functioning as model 
eniployers to the extent that our resources and the current stage in our 
economic development permit, it is most important that the worker in 
the public sector enterprises should feel much more identified with his 
work than one who works in private sector enterprises. It is essential 
that this identification and sense of participation is established between 
workers, management, and government in our public sector enterprises. 
If public sector enterprises are to fulfil the philosophy underlying their 
establishment, workers in these enterprises must be more efficient than 
in the private sector and they must be much more identified with the 
management than in the private sector. In a way, both these desiderata 
are interlinked. It is high time that we set about examining in detail 
howto establish a sense of identification and participation between 
workers, management and government in the public sector. Speeches 
and exhortations will not bring about the desired results. Deliberately 
selected and intelligent techniques have to be employed, covering the 
entire field of incentives, psychological stimulii, built-in-institutions for 
cooperation and participation, etc. 

CONCLUSION 

To conclude, public sector enterprises have come to stay in India. 
They are also growing in size and stature and increasing their profitabi- 
lity. They are certainly going to become more and more important 
not only in the growth and functioning of the Indian economy but also 
in shaping the future of the Indian society. I regard public enterprises 
as the army of the constitutional advance of this country into a socialist 
democracy. To my mind they constitute the pioneers. They are the 
sappers and miners of our socialist army. It is they who can help 
government in concrete terms in taking the country forward to the 
establishment of democratic socialism. If my view is accepted, then I 
would urge it is high time we started examining the subject of public 
enterprises in the Indian economy from this angle, initiate studies, col- 
lect comparative data, make enquiries, garner relevant experience from 
abroad, and finally chalk out a concrete and detailed plan of policy and 
operation for public sector enterprises that will help them to fulfil 
the social and economic phiiosophy behind their establishment and 
expansion. 
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Appendix A 

INDUSTRIES LISTED IN SCHEDULES W AND OF 
THE INDUSTRIAL POLICY RESOLUTION/ 1956 

SCHEDULE A 

1. Arms and ammunition and allied items of defence equipment. 

2. Atomic energy. 

3. Iron and steel. 

4. Heavy castings and forgings of iron and steel. 

5. Heavy plant and machinery required for iron and steel production, 
for mining, for machine tool manufacture and for such other basic 
industries as may be specified by the Central Government. 

6. Heavy electrical plant including large hydraulic and steam turbines. 

7. Coal and lignite. 

8. Mineral oils. 

9. Mining of iron ore, manganese ore, chrome ore, gypsum, sulphur, 
gold and diamond. 

10. Mining and processing of copper, lead, zinc, tin, molydbenum and 
wolfram. 

1 L Minerals specified in the Schedule to the Atomic Energy (Control of 
Production and Use) Order, 1953. 

12. Aircraft. 

13. Airtransport. 

14. Railway transport. 

15. Shipbuilding. 

16. Telephones and telephone cables, telegraphs and wireless apparatus 
(excluding radio receiving sets). 

17. Generation and distribution of electricity. 

SCHEDULE B 

1 . All other minerals except ‘'minor minerals’ as defined in Sections 
of the Minerals Concession Rules, 1949. 

2. Aluminium and other non-ferrous metals not included in Schedule 
'■ 'Ah 

3. Machine tools. 

4. Ferro-alloys and tool. steels, 

5. Basic and intermediate products required by chemical industries 
such as the manufacture of drugs, dyestufts and plastics. 

6. Antibiotics and other essential drugs. 

7. Fertilisers. 

8. Synthetic rubber, 

9. Carbonisation of coal. 

10. Chemical pulp. 

11. Road transport. 

12. Sea transport. 
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Appendix B{i) 


PROFITABiLlTY OF RUNNING CONCERNS IN THE 
PUBLIC SECTOR 


r 

Gross prof its 
as percentage of 
capital employed 

— . -Aw 

-Net profits as 
percentage of 
net worth 

1961-62 

1962-63 

1961-62 

1962-63 

(1) 

(2) 

(3) 

(4) 

(5) 

FOR ALL UNDERTAKINGS 

5.2 

7.8 

4.1 

6.7 

Engineering 





Hindustan Machine Tools Ltd. 

14.0 

21.4 

n.i 

17.9 

Hindustan Cables Ltd. 

8.9 

12.9 

6.9 

10.6 

Indian Telephone Industries Ltd. 

10.7 

13.8 

5.3 

8.0 

Bharat Electronics Ltd. 

4.7 

7.2 

5.0 

8.4 

National Instruments Ltd. 

2.0 

11.1 

1.4 

4.8 

Hindustan Aircraft Ltd. 

3.7 

5.2 

3.8 

4.8 

Praga Tools Corporation Ltd. 

L 

1.9 

L 

0.2 

Nahan Foundry Ltd. 

3.5 

L 

1.0 

L 

Chemicals 





Hindustan Antibiotics Ltd. 

27.8 

22.5 

13.2 

11.0 

Hindustan Insecticides Ltd. 

15.6 

23.2 

9.2 

8.9 

Hindustan Salts Ltd. 

9.9 

9.9 

7.3 

7.3 

Fertiliser Corporation of India Ltd. 1.2 

3.7 

0.3 

3.1 

Mining and Minerals 





Indian Rare Earths Ltd. 

4.5 

11.2 

4.4 

10.3 

Travancore Minerals Ltd. 

18.8 

24.2 

9.1 

4.8 

National Coal Dev. Copn. Ltd. 

0.8 

3.3 

L 

3.3 

Building and Repairing Ships 





Gardenreach Workshops Ltd. 

3.4 

7.0 

2.4 

7.1 

Mazagon Dock Ltd. 

7.9 

11.8 

10.2 

6.7 

Hindustan Shipyard Ltd. 

0.5 

0.1 

0.1 

0.1 

Aviation and Shipping 





Moghul Line Ltd. 

17.9 

17.5 

5.3 

8.4’ 

Air India 

3.0 

8.3 

4.4 

14.4 


/ ntniititii/y/Dt 
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( 1 ) 


Indian Airlines Corpn. 

Shipping Corpn. of India Ltd. 

Miscellaneous 

State Trading Corpn, of India Ltd. 
Indian Oil Go. Ltd. 

National Projects Construction 
Corporation Ltd. 

National Newsprint & Paper Mills 
Ltd. 

Aslioka Hotels Ltd. 

Hindustan Housing Factory Ltd. 
National Buildings Construction 
Corpn. Ltd. 


( 2 ) ( 3 ) ( 4 ) ( 5 ) 


0.6 

3.6 

0.9 

5.5 

5.3 

6.3 

4.1 

5.0 

34.3 

42.9 

22.7 

13.9 

L 

11.8 

L 

16.5 

13.4 

8.2 

5.4 

13.0 

9.0 

10.0 

10.1 

10.6 

14.8 

17.5 

16.3 

7.8 

14.2 

6.2 

9.9 

4.2 

L 

L 

L 

L 


‘Gross profit’ represents the excess of income over expenditure after providing 
for depreciation but before providing for interest, taxes and allocations to reserves. 
‘Net worth* represents the paid-up capital plus reserves less intangible assets. 
‘Capital employed’ represents gross block less, depreciation plus working capital, 
L=Loss. 
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Appendix B{ii) 

PROFITABILITY OF RUNNING CONCERNS IN THE 
PRIVATE SECTORS 


No. 


Industry of 

Cos. 


Tea plantations 147 

CoflFee plantations 1 5 

Rubber plantations 21 

Coal mining 47 

Edible, vegetable and hydro- 
genated oils 16 

Sugar 79 

Tobacco 5 

Cotton textiles 262 

Jute textiles 58 

Silk and rayon textiles 10 

Woollen textiles 7 

Iron and steel 2 

Non-ferrous metals 7 

Transport equipment 32 . 

Electrical machinery, apparatus 
and appliances, etc. 45 

Machinery (other than transport 
and electrical) 52 

Foundries and engineering 

workshops 25 

Ferrous/non-ferrous metal 
products 24 

Basic industrial chemicals 35 

Medicines and pharmaceutical 
preparations 33 

Other chemical products 21 

Matches'; . 2 

Mineral oils 3 

Cement 15 

Paper and paper products 21 

Electricity generation and supply 32 
Trading 72 

Shipping 14 


Gross profits as Profits 'after' 

percentage of tax. as percentage 
total capital of net worth 

employed 

^ ^ A ^ ^ ^ 

196M2 1962-63 196h62 1962-63 


9.4 

10.7 

6.0 

5.9 

6.4 

12.2 

4.4 

7.5 

14.0 

13.3 

7.3 

8.0 

8.3 

9.5 

5.7 

8.1 

7.4 

7.3 

6.4 

7.9 

7.4 

7.6 

7.4 

3.5 

11.7 

14.2 

6.9 

7.7 

12.9 

7.9 

13.1 

5.8 

3.4 

16.4 

0.2 

19.5 

13.2 

9.7 

17.1 

11.1 

20.1 

17.5 

19.9 

17.4 

8.0 

9.6 

10.2 

12.8 

10.9 

10.0 

9.0 

9.9 

10.1 

10.6 

11.0 

9.5 

11.6 

14.1 

13.4 

11.5 

10.4 

11.0 

12.8 

10.7 

9.3 

10.3 

8.7 

9.3 

11.1 

11.2 

9.9 

9.8 

12.3 

10.5 

13.1 

11.4 

13.5 

13.7 

15.9 

12.0 

11.2 

13.4 

10.3 

9.8 

16.2 

17.6 

11.7 

13.4 

14.1 

14.3 

10.8 

7.1 

8.7 

11.4 

7.9 

9.4 

8.4 

8.3 

8.0 

7.1 

8.0 

7.6 

8.3 

7.1 

9.2 

8.7 

10.4 

8.6 

0.8 

4.9 

1.9 

3.0 


Total (including others) 1,333 10,0 10.1 10.0 


9.0 



Evol ving Pattern in the Organi- 
sation and Administration 
of Public Enterprises’" 


H.K. Paranjape 


T he government of India inherited a public sector of signi- 
ficant magnitude at the time of Independence. The railways the 
posts and telegraphs (including the telephone systems), the alt India 
radio, the Hindustan Aircraft and a number of ordnance factories were 
already owned and managed by the Government of India in 1947. As 
a result of the policies adopted by the Government of India in the second 
world war period, projects for the production of locomotives, telephones 
and fertilisers had been taken up and some progress had been made by 
1947 regarding their execution. 

As a result of the increased emphasis on economic development 
after independence and the acceptance of the idea of direct state parti- 
cipation in the development process, a number of new projects in the 
irrigation, power, public utilities and manufacturing fields were taken up 
by government in the period immediately after Independence. This 
process was further accentuated with the setting up of the planning 
Commission and formulation of the First Five Year Plan. The adoption 
by government in 1954 of “a socialistic pattern of society” as the 
objective of its economic policy, and the increased emphasis on 
industrialisation in the Second Five Year Plan resulted in an even larger 
number of projects for developing new industries being established in 
the public sector. Thus, public sector units have been established on 
an increasing scale in industries like steel, heavy machine building, 
metallurgy, non-ferrous metals, coal mines, telephones, cables and tele- 
printers, fertilisers, heavy electricals, chemicals, drugs and pharmaceuti- 
cals, insecticides, electronics and similar other new and basic industries. 
The government also took over some private sector units which were 

’From Indian Journal of Public Administration, Vol. IX, No. 3, 1963, pp. 396-41§. 
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vital for the country’s economic development but which could not pro- 
gress sufficiently under private auspices. Such industries included 
shipbuilding and air transport. Government also took over some 
important financial institutions for the purpose of more effectively pur- 
suing its economic policy, the most important amongst these being the 
Reserve Bank of India, the Imperial Bank of India and life insurance 
companies. It also set up a number of financial institutions for provid- 
ing development finance to different sectors of the economy a state 
trading organisation (the State Trading Corporation) for the purpose 
mainly of carrying on trade with communist countries and a Shipping 
Corporation for the purpose of increasing the tonnage for carrying 
India’s ocean borne trade. 

For effectively participating in the vast construction activities that 
were being undertaken in the country as a result of the development 
plans, two construction organisations— the National Projects Cons- 
truction Corporation and the National Buildings Construction Corpo- 
ration— were also set up. As a result of all these developments, enter- 
prises owned and controlled by the Government of India have come to 
constitute a large and significant part of the national economy. 

FORM OF ORGANISATION 

In the years immediately after Independence, there seemed to be a 
growing a cceptance of the ‘public corporation’ as the appropriate form 
of organisation for public sector undertakings. The Reserve Bank, the 
Damodar Valley Corporation, the Industrial Finance Corporation and the 
Air Corporations are examples of the policy in this period. However, 
even at that time, there was no inclination to establish corporations for 
managing concerns which were already working as departments of 
government. The Indian Railway Enquiry Committee (1974) had sug- 
gested that the question of establishing a public corporation for the 
management of the railways should be taken up after a few years; but 
the government was not very much inclined to do so. The same was 
true about the All India Radio, the Posts and Telegraphs and the 
defence production units. It was felt that where departmental organisa- 
tions had been functioning for long, it was not necessary to convert 
their form to a corporate one. At the most, a special departmental set- 
up may be arranged to facilitate their smooth functioning. The Railway 
Board was already a separate organisation for managing the railways 
with almost full powers of management. Similar organisations were 
set up later for the management of the P & T and the defence produc- 
tion units. No changeover to the corporate pattern was considered 
necessary. 

As the government began to take up projects in the mining and 
manufacturing field, there were some misgivings about whether the 
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‘public corporation’ was the most suitable form of organisation for 
these. It was felt that with the large number of units that would be 
set up, it would be difficult to find parliamentary time to pass the ne- 
cessary legislation. Moreover, a statutory corporation would not be a 
flexible enough form of organisation when the government was entering 

this field newly and where many changes may be found to be necessary 

as experience was gamed. The public corporation form had been 
adopted for public utilities and major financial institutions, especially 
where some degree of monopoly was inevitable. But it was felt that 
this was not necessary in the case of mining and manufacturing units. 
The troublesome problems that arose in the case of the Daraodar 
Vallp Corporation and, to some extent, the Industrial Finance Corpora- 
tion might also have influenced government’s thinking. It is notabI<» 
that s.„ce ,951-52 the form of the statatc, corpora, io„ ha” hi 
adopted only m a few of the new public undertakings viz. the Staff* 

Bank of India, the Life In surance Corporation and the Central Ware 
housing Corporation. wdie- 

The company form of organisation was already in use due to his- 
torical reasons m the case of a few state undertakings like Hindustan 
Aircraft As government began to think of a suitable form of orga^ 
tion for the new and rapidly expanding undertakings in the mining and 
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number of departmental undertakings had remained constant at four 
(except that the number and complexity of defence, production units 
had increased) and there were only eight statutory corporations, all in 
the finance and public utilities field, the number of companies exclu- 
sively or principally owned and managed by the Government of India had 
increased beyond 50. 

The company form of organisation was criticised on various 
grounds by Members of Parliament, by the Estimates Committee and 
by the Comptroller and Auditor-General. The last authority even went 
to the extent of calling this “a fraud on the constitution”. In addition 
to the doctrinaire approach that the ‘public corporation’ was the only 
proper form of organising state undertakings, the main point of this 
criticism was that there was not enough accountability to parliament of 
enterprises organised in this way. There was some truth in this criticism 
and a special provision was included in the revised Campanies Act 
(1956) to take care of this problem. As a result of this, this form of 
organisation is no longer subjected to much criticism and it seems now 
to be generally accepted that it serves the purpose well enough. The 
government’s own view on this subject was recently stated as follows: 
“Government consider that the form of management of the undertakings 
should be determined by the requirements of each case. Accordingly, 
from the point of view of flexibility of operations, the company form of 
management would be preferable. In some instances, it would be neces- 
sary to form statutory corporations while in a few others, for various 
reasons, it would be desirable to run the undertakings as departmental 
organisations”.® 

PATTERNS OF OWNERSHIP 

In the large majority of cases, the Government of India is the sole 
owner of the enterprises that have been set up under its auspices. There 
are a few cases, however, where other parties have been taken as part- 
ners. 

In some cases, some state governments are partners in the enterprises. 
The most significant example of such a partnership is the DVC. Even 
though under the DVC. Act the Government of India had the main 
controlling authority and responsibility for the DVC, the governments 
of West Bengal and Bihar were made partners of the Government of 
India in this undertaking. This was done because it was felt that as the 
developments to be carried out by the DVC were in the regions 
covered by these two states, they should be associated with this project. 

^Government of India, Ministry of Commerce and Industry: Decisions of the 
Government of India on the Reconmendations Contained in the Report of the Krishna 
Menon Committee and other Reports and Studies on the Rimnins of Public Sector 
Undertakings, New Delhi, 1961, 



Evolving Pattern in the Organisation and Administration 21 

In practice, however, this association seems to have proved to be a dis- 
advantage in the unified management and control of the DVC. In the 
case of a few government companies, some state governments have been 
associated as minority shareholders. This is sometimes due to purely 
historical reasons — as in Hindustan Aircraft where the Government of 
Mysore was a partner in the undertaking from the time of its inception 
as a private business venture, or in Singareni Colleries and Praga Tools 
where the enterprises were originally state government concerns but could 
not develop without large scale financial participation by the Govern- 
ment of India. A few other cases however indicate certain possibilities 
which may be portents of future developments. 

Till recently, the allotment of shares to the Government of Mysore 
in the Indian Telephone Industries, whose works are situated in that 
state, could be treated as a decision taken at a time when the policy 
implications of such a decision were not clearly thought out. Nothing 
of this kind has been done in the case of other major public sector pro- 
jects. In 1956, however, in the case of Travancore Minerals Ltd.,. the 
State Governments of Kerala and Madras have been made partners and 
these two governments together hold 50 per cent of the share capital. 
There has been some public discussion about whether state governments 
will not press for the right to participate in the share capital of Central 
Government undertakings situated in their territories. If this happens, 
it can give rise to a host of problems regarding the management and 
efficient conduct of these undertakings. Even now considerable pressure 
is reported to be put by state governments for preference in employ- 
ment for their people in the central undertakings situated in their terri- 
tories. Such pressures may increase and may be more effective if state 
governments can become partners and therefore enjoy guaranteed 
representation on the board of directors. Moreover, when the works of 
an undertaking are situated in more than one state, as is increasingly 
happening in the case of major undertakings, all the states concerned 
will have to be accepted as partners and unified control and efficient 
management will suffer. 

There are also some cases where private business concerns are 
accepted as partners in state undertakings. In some financial concerns, 
it is considered necessary to have certain private concerns as partners 
because the nature of the activity of the undertaking is such that it can 
be more effectively carried out under this system. When a financial 
concern serves both the public and the private sector, or especially the 
latter, it is thought worthwile to have representation of that sector on 
the managing board through such a partnership. Thus the share capital 
of the Industrial Finance Corporation, the State Bank of India and its 
subsidiaries and bodies like the Refinance Corporation for Industry has 
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been permitted to be partially contributed by private shareholders, ins- 
titutional or individual. 

In other cases, private parties continue as shareholders because of 
the fact that the project was originally undertaken in the private sector 
and the state had to come in because the private parties could not find 
enough capital to go on with the project. Hindustan Shipyard was one 
example of this (though later on, by mutual agreement, the government 
took over the shares of the private partner), others in this category being 
the National Newsprint and Paper Mills (where a state government was 
also one of the original sponsors and continues as a minority share- 
holder) and the Ashoka Hotel. 

The third type in this category is represented by the Indian Tele- 
phone Industries. The foreign firm which collaborated in the setting up 
of this project was permitted to hold a small proportion of shares in the 
concern, the idea being that the firm would feel more interested in the 
success of the project if it was made a partner in the concern. Similarly, 
the foreign group which collaborated in the setting up of the Rourkela 
Steel Plant was also originally made a minority partner in the concern. 
But later on it was decided to terminate this arrangement. The balance 
of advantage did not lie in making the foreign firm a partner in all cases 
of collaboration and it would have been invidious to permit such an 
arrangement in some cases and not in others. Curiously enough, in 
the case of Hindustan Organic Chemicals Ltd., a government company 
registered in 1960, this idea seems to have been revived and, under the 
collaboration agreement, a small part of the share capital is being 
allocated to the foreign collaborating group in lieu of their fees for tech- 
nical assistance, etc. 

Another development in the pattern of ownership in state under- 
takings is the establishment of concerns which are subsidiaries of state 
undertakings. This pattern is to be found especially in respect of finan- 
cial unertakings. The Reserve Bank, which is fully state-owned, holds 
majority shares in the State Bank of India which in turn holds majority 
shares in eight subsidiary banks. The Government of India, the Reserve 
Bank, the State Bank and the Life Insurance Corporation together hold 
a large part of the share capital of the Refinance Corporation for Indus- 
try. As a matter of fact, there was some fear in private business circles 
that the government’s ovraership of the Life Insurance Corporation, the 
largest single investor in equity capital in the country, would be used for 
backdoor nationalization. The government, however, seems to have 
decided not to use the L.I.C.’s investments for the purpose of obtaining 
control over private sector undertakings. 

The idea of permitting a part of the share capital in state under- 
takings to be held by the public seems to have received some support in 
parliamentary and government circles a few years ago. A study group 
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set up by the Planning Commission was reported to have recommended 
that 25 per cent of the shares of a few government concerns, already well 
established had not engaged in monopolistic or semi-monopolistic fields, 
should be thrown open for public subscription. The main motive 
underlying the recommendation seems to have been to associate the 
general public as partners with the government in the management of 
these concerns, in the bearing of risks and uncertainties and in the 
sharing of the toils and travails connected with expansion and develop- 
ment”. However, the arguments that this effect is not likely to be of 
any significant character and that there are significant dangers involved 
in such a policy for unified control and management of the concerns 
seem to have prevailed and no such experiment has been tried by 
government.^ 

STRUCTURE OF THE PUBLIC SECTOR 

In public sector undertakings, the controlling ministry is at the 
apex and the operational unit— the individual plant or the individual 
mine — at the bottom. Whether there are any intermediary organisa- 
tions depends upon the nature of the undertaking and the overall policy 
of government about organisation. 

The distribution of public undertakings amongst different minis> 
tries has to some extent been influenced by historical reasons. The 
Chittaranjan Locomotive Works, for example, was organised to meet 
the requirements of the Railways and was therefore made a part of the 
railway organisation. The telephone factory was organised for meet- 
ing the needs of the Posts and Telegaraphs Department and, therefore, it 
was placed under the Department of Communications which is in overall 
charge of the Posts and Telegraphs. Gradually the allotment of en- 
terprises to different ministries came to be related to the overall func- 
tions of a ministry. All financial undertakings were put under the 
Ministry of Finance, the Damodar Valley Corporation and the National 
Projects, Construction Corporation were put under the Ministry of 
Irrigation and Power and most of the new manufacturing enterprises 
under the ministry which was looking after industries. In 1952 anew 
Ministry of Production was formed and quite a large number of the 
manufacturing enterprises in the public sector were put under its con- 
trol. The Department of Steel was set up mainly for looking after the 
new public sector ^ steel projects. In 1956, the Ministry of Production 
was abolished and most of the enterprises under its control were trans- 
ferred to the Ministry of Commerce and Industry. A new Ministry of 

5 For a detailed discussion of this proposal see the present author’s ‘‘Public 
Participation in the Capital of State Undertakings” in AJ.C,C, Economic Review^ 
January 6, 1961, pp. 63-67; also sec Capital, November 3, 1960, pp. 631-32. 
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Steel, Mines and Fuel was established with two departments— the 
Department of Steel and the Department of Mines and Fuel— under it. 
In 1962 there was a further reorganisation of ministries; a new Depart- 
ment of Heavy Industries was created and the more important of the 
public sector industrial projects were transferred to it. Thus the present 
organisation at the government level is'that a number of indistries and 
departments control public sector undertakings, those controlling a large 
number being the Ministries of Finance, Defence, Industries and Mines 
and Fuel, the Departments of Steel, Heavy Industries, Transport and 
Communications, and of course the Ministry of Railways (Railway 
Board). Enterprises in the field of atomic energy have from the begin- 
ning been put under the charge of the Department of Atomic Energy. 
Unlike at the time when the Ministry of Production was in existence, 
now there is no ministry or department whose exclusive task it is to look 
after public sector undertakings in a particular field. The ministries and 
departments are allotted certain functions and they control private as 
well as public enterprises which come under their functional scope. 
The main exception to this arises in the case of some manufaciuring and 
engineering enterprises which either because they are serving the needs 
of particular departments or undertakings under these departments or 
because of some other reasons, have been from their inception under 
these departments. Thus, not only the Air Corporations but also the 
Hindustan Shipyard is controlled by the Department of Transport; 
not only the P & T but also the telephone and tele-printer factories are 
controlled by the Department of Communications; and Hindustan 
Aircraft and Bharat Electronics are controlled by the Ministry of 
Defence. 

There has been no organisation in the government which is specially 
given the authority and responsibility for looking after the common 
problems of public sector undertakings. At a time when the large bulk 
of enterprises were under the control of the Commerce and Industries 
Ministry, a Projects Coordination Committee had been set up under that 
Ministry for the purpose of ensuring coordinated policy-making in 
public undertakings. Representatives of related ministries and other 
public sector projects were also sometimes invited to attend the meet- 
ings of this committee. However, the experiment of this committee does 
not seem to have succeeded, only a few meetings being held between 
1957, when the Committee was first organised, and 1961. 

In 1961 the Ministry of Commerce and Industry was also given the 
task of coordinating the overall policies of public sector undertakings in 
non-financial matters. However, with the reorganisation of ministries 
in 1962 as explained above, this particular ministry lost the more 
important undertakings to the new Department of Heavy Industries and 
since then the Projects Coordination Committee as well as the general 
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coordinatiQn work seem to have been in abeyance. On the financial side, 
the coordination of policies is attempted to be ensured through the 
Project Coordination Section of the Cepartmeiit of Expenditure in the 
Ministry of Finance. The fact that a few senior officers from this depart- 
ment sit on the boards of a number of undertakings further facilitates 
such coordination. The Ministry of Labour has sometimes attempted to 
bring about coordination in the labour policies of public undertakings 
through holding meetings of the representatives of concerned ministries 
and enterprises. There is however as yet no organisation in government 
which has the overall responsibility for examining the common overall 
problems of public sector undertakings and coordinating their policies. 

One method of bringing about some coordination in the policies of 
closely related enterprises is to arrange some type of interlinking among 
them. In the financial enterprises this is done through the interlinking 
of capital holdings as explained earlier. We also find that the instrument 
of common directors is used to bring about a certain degree of inter- 
linking. We have already mentioned the case of officers from the 
Finance Ministry who are directors of a number of enterprises. Similarly, 
some officers may be directors of a number of enterprises under the 
control of a particular ministry. There seems to be in some cases a 
deliberate policy of appointing common directors in the case of enter- 
prises which lie in the same geographical or technical areas; for example, 
we have such interlinking of directors between Air India and the Indian 
Airlines Corporation, the Reserve Bank of India, the State Bank of 
India, and other financial enterprises, Hindustan Steel and the Heavy 
Engineering Corporation, and the Oil and Natural Gas Commission and 
other public undertakings in the petroleum field. 

A more direct way of ensuring coordinated policy-making amongst 
units which work in the same technical area or which are in some other 
ways closely connected is of course to have a common top management 
for such units. This can be done through putting such units under one 
undertaking. In the earlier stages of the development of the public 
sector, the policy seems to have been to set up a separate organisation 
for each producing unit Thus, after the establishment of Sindri Fer- 
tilisers and Chemicals, when it was decided to develop another fertiliser 
unit at Nangal, a new company was set up for managing it. But later 
on this policy underwent a change. All the three steel projects in the 
public sector were put under one company, the Hindustan Steel Ltd., 
ail the fertiliser units (including that at Rourkela which was originally 
put under Hindustan Steel) under the Fertiliser Corporation of India 
and so on. The new units that are being set up for the production of 
machine tools are being up under the overall charge of Hindustan 
Machine Tools and those in the field of heavy electricals under Heavy 
Electricals. The Drugs and Pharmaceuticals, the Heavy Engineering 
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Corporation and the Shipping Corporation are other examples of this 
policy. It cannot however be said that this pattern of organisation is 
definitely established and accepted. While there has been from the be- 
ginning a discussion about the desirability of having only one corpora- 
tion for internal as well as international airtransport, the government did 
not and has not yet accepted this solution. The Hindustan Teleprinters 
being set up as an independent company, even though it lies broadly in 
the same field as the Indian Telephone Industries and is even controlled 
by the same ministry, is another indication of the hesitation in firmly 
adopting this kind of organisational pattern. 

This hesitation is probably due to genuine doubts about the effec- 
tiveness of this pattern of organisation. The discussion in this respect 
in recent years has specially concentrated around the organisation of 
Hindustan Steel. There has been a view persistently coming up that the 
creation of an intermediary organisation between the controlling 
ministry and the individual plants is on balance not advantageous. It is 
said that effective control regarding most problems of higher manage- 
ment has been and will always be exercised by government, therefore, the 
headquarters organisation such as the Hindustan Steel management at 
Ranchi just proves to be an ineffective intermediary — almost a post-office 
— between the government and the plant management. It has, therefore, 
been sometimes suggested that the government should deal directly with 
the individual plants and that this middle organisation should be aboli- 
shed. The government has not accepted this suggestion. It is interesting 
to note however that a decision has already been taken not to put the 
proposed steel plant atflokaro under the management of Hindustan Steel. 
A separate company is going to be set up for that purpose. It is how- 
ever, possible that this decision arises from the very special factors that 
aifect the proposed project at Bokaro and is not necessarily an indica- 
tion of the future policy of government about the pattern of organisa- 
tion. 

THE QUESTION OF AUTONOMY 

Almost since the beginning of the post-Independence development 
of the public sector, the question of the autonomy that the managements 
of these undertakings should enjoy has aroused considerable discussion. 
In the case of the Damodar Valley Corporation the question became 
especially controversial because the Corporation’s first board insisted on 
carrying on its work in an autonomous way as provided for in the Act 
while the controlling ministry and the Ministry of Finance seemed to 
hold a different view in the matter. The question again came to public 
attention as a result of the controversy that arose regarding certain 
investments made by the Life Insurance Corporation and the conclu- 
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sions which the Chagla Commission^ stated in its enquiry report on this 
subject. 

The question of autonomy seems to be raised many times on a 
somewhat fallacious understanding of the situation regarding public 
sector undertakings in other countries and specially in the U.K. Many^^^ 
persons had the impression , principally based on the nationalization 
statutes in the U.K., that the public undertakings there enjoyed virtually 
full autonomy except in matters which were formally reserved for go- 
vernment decisions. The material that has become available recently 
about the actual way in which the British public undertakings function, 
especially the reports of the Select Committee of the House of Commons 
on nationalised industries, quite clearly indicates that there is a great 
deal of indirect infiuence exercised by government in matters supposed 
to be purely within the jurisdiction of the undertakings. It is also some- 
times overlooked in these discussions that in India we are attempting to 
build up a planned economy. Even private sector undertakings are 
subject to. considerable controls by government. Public undertakings 
moreover are set up principally in fields that are vital to economic 
growth and the proper functioning of the economic system and they are, 
therefore, bound to be subject to greater regulation and control than 
private undertakings. As a matter of fact, one of the reasons why certain 
undertakings are nationalised or a decision is taken to reserve the 
development of certain industries for the public sector is that close 
control and regulation is considered necessary in their cases so that 
their development may take place in accordance with the requirements 
of public interest. Therefore, there can be no question of public under- 
takings in India enjoying Tull’ autonomy, whatever that may be. Deci- 
sions on matters like location of new projects, investments, foreign 
collaboration, overall policy regarding salaries and wages, the composi- 
tion of output, the use of surpluses, price policy and labour policy are 
bound to be reserved for the consideration of government. This is in- 
dicated by the power reserved to government under the public corpora- 
tion statutes and the articles of association of government companies. 
As in most other countries, induding the U.K., the government also has 
the power of giving directions in policy matters where these are thought 
to be necessary. 

The real question is, therefore, not whether the government should 
exercise a significant degree of control over these undertakings or not; 
it is clear that in a public undertaking many of the functions that would 
be carried out by the board of directors in a public enterprise will have 
to be vested in government, especially in an economy which is increas- 

^Report of the Commission of Enquiry into the affairs of the Life Insurance 
Corporation of India, 1958. 
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ingly planned. The relevant question is, onee these broad policy decisions 
are taken by government, should the actual management of the enterprise 
be left entirely to the top management that is appointed for that purpose 
or should the government in one way or another also participate in this 
task. The approach accepted by the Government of India in practice 
seems to be that it is necessary for government to be associated even in 
the process of decision-making in the enterprise. It is not possible to 
distinguish clearly between broad policy decisions and management 
decisions; there is bound to be much overlapping between these, and 
therefore in order to ensure proper and smooth functioning it is much 
better to have a flexible approach in this matter. In pursuit of this 
policy, the government has developed a system of indirect control in 
additioii to the formal controls and powers that the government has. 
The most important of such instruments was that in the board of 
directors appointed for carrying out the management of the enterprise, 
a number of government officials were included. Till recently in the case 
of the majority of boards, the secretary of the controlling ministry or 
another senior officer was appointed as chairman of the board; an officer 
of the Ministry of Finance was also included in the board. Moreover, 
the chairman as well as other directors, and especially the director from 
the Ministry of Finance, had the right to suggest that a matter that was 
being decided by the board should be reserved for obtaining the advice 
of government. This system could be relied upon to ensure that even in 
matters that were not formally reserved for government’s decision 
making, the government’s views would prevail. The effect of this system 
quite naturally varied from enterprise to enterprise. 

The actual working of the board depended, as it is bound to 
depend, upon the personalities involved. A strong and senior managing 
director who enjoyed the confidence of the minister in charge or some- 
times of other senior ministers was able to get the board to agree to his 
views on many matters, to go his own way and to make a success of his 
enterprise. If he belonged to the senior civil service of the country and 
was sufficiently senior in that service, that helped him also to obtain the 
concurrance of the civil service members of the board. There are some 
excellent examples of such successful functioning in the public sector, 
but there are also known to be other cases where such a special and 
advantageous situation did not exist. The top managers in such under- 
takings feel that the official directors fail to understand their point of 
view and their problems and that, therefore, efficiency suffers. The 
complaint seems to be not so much about the formal delegation of 
powers to the board as about the manner in which board itself 
functions because of this kind of composition. It is also alleged that 
instructions, oral or written, are received from ministries about matters 
that are within the powers of the enterprise management; but it is not 
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possible for the managements easily to ignore such instructions. The 
policy has the effect of blurring responsibilities and the creation of 
feelings of helplessness or indifference in the minds of the actual 
managers. 

As a result of the discussion about this problem and the experience 
gained, the goveniment decided .recently that the serectary to the 
government in the controlling ministry should not be on the board. It 
was also decided that though representatives of the controlling ministry 
and the ministry of finance should be on the board so as to maintain 
liaison between the government and the enterprises, they should have 
no power to reserve a proposal or decision for the advice of government. 
This power is now to be enjoyed only by the chairman of the board. 
It has also been decided that in order to ensure quick and well- 
considered decisions on references from public enterprises to govern- 
ment, the decisions should be taken at high levels in the secretariat. 
The powers of the boards are being enhanced and it is expected that 
this would also result in a greater autonomy in management being 
enjoyed by the boards^. 

MANAGEMENT BOARDS 

This leads us to the question of the changing pattern of the mana- 
gement boards of state enterprises. Confining our attention to enter- 
prises which are either fully or mainly owned and controlled by the 
Government of India, we find that a certain pattern for the board has 
been in existence for some time now, both in the case of statutory cor- 
porations and government companies. In addition to officers from the 
controlling ministry and the Ministry of Finance as mentioned above, 
there are a few other civil servants, some from other government orga- 
nisations which may be supposed to have some relationship with the 
functioning of the enterprise and sometimes also an officer from a state 
government — generally from the state where the project is located. 
There are generally two or three non-offlcials, one mostly a labour 
leader (generally belonging to the INTUC) and a businessman or a 
present or past member of the Union or state legislature or an economist 
or a retired civil servant, etc. There is generally only one full-time 
director, designated as managing director and/or chairman, and in all 
cases he is brought from outside the enterprise. This has been the 
normal pattern. But there are two kinds of exceptions. One is the case 
of finanacial corporations like the Reserve Bank, the State Bank and the 
Life Insurance Corporation. In all these, the number of non-official 
directors is large enough to give them a majority on the board; and 
many of these non-official directors represent some expertise or 

sGoverpment of India, Ministry of Commerce and Industry, op. cit. 
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experience valuable to the functioning of the board. The number of full- 
time directors is also large. The other was the case of Hindustan Steel. 
We shall discuss it presently. 

This normal pattern of state enterprise boards came under a great 
deal of criticism. It is not now necessary for us to go over this ground 
fully as some significant changes in government’s policy in this regard 
were announced in 1961.® Some of the main points in the new policy 
have already been mentioned earlier. It was further decided that: 

(/) Members of parliament will not be appointed as directors of 
state undertakings. 

{if) No olRcer who is assigned ordinary secretariat duties would 
be appointed as a director in more than three or four concerns. 

{Hi) The chairman and/or the managing director would be full- 
time, except in the case of very small concerns. 

{iv) Government did not like the idea of having internal part-time 
directors. When internal directors are appointed, they would 
be full-time directors. Reservation of all appointments on the 
board to company employees was likely to meet with practical 
difficulties and therefore cannot be accepted. 

(v) No full-time director should have any connection with private 
business. Part-timedirectors connected with private business may 
be appointed provided no question of conflict of interest was 
likely to arise. 

This policy no doubt goes a long way to meet the various objections 
raised against the pattern of boards set up by government up to now. 
The government seems to have agreed at that time that the ideal would 
be to have a significantly large number of internal full-time directors. 
A beginning was to be made by ensuring that in most cases at least the 
chairman and the managing director should be full-time. The implication 
seems to have been that more full-time directors would be appointed as 
necessary and available. They would not all or even mostly be internal 
at this stage because many of the undertakings being new they are not 
likely to throw up enough competent persons to be appointed as 
directors. 

As indicated earlier, in the context of state enterprises in an increas- 
ingly planned economy like India’s, major policy decisions regarding tiie 
enterprise are likely to be taken by the government and not by the 
enterprise board. Thus, the real function of the board will be to ensure 
the proper performance by the undertaking of the tasks set before it. 
Directors with a great deal of continuing outside experience and contacts 
are not really necessary on a board of this type. 

^Government of India, Ministry of Commerce and Industry, op. cif. 
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With the increasing tendency to group a number of similar units 
under one large firm, we are bound to see coming into existence a num- 
ber of giant-sized state enterprises. The board of Hindustan Steel before 
its recent reconstitution was thought to be a good example of what the 
pattern of boards for such enterprises can be expected to be. This board 
had a full-time chairman, who was the chief executive of the undertak- 
ing, four full-time directors each in charge of a particular function 
(personnel, finance, operations, construction), three (internal) part-time 
directors who were general managers of the three steel plants and two 
or three other part-time directors, one — a senior official of government, 
one— the chairman of the Heavy Engineering Corporation, and one— -a 
labour leader from the INTUC who was the leader of trade unions 
of steel workers in the private sector. 

It was obviously thought that for a giant enterprise of the size of 
Hindustan Steel, it was necessary to have a board which has a large 
complement of full-time members. Because of the large number of pro- 
blems that are bound to arise all the time requiring review and decision- 
making by the board, only a board which has a large number of full- 
time members can cope up with this work. The difficulty that the part- 
time members were not likely to be available for frequent meetings, was 
got over by the creation of a Committee of Management and delegation 
by the board of substantial powers to this committee. Thus, the com- 
mittee, which mainly consisted of full time directors, could meet as often 
as necessary to dispose of the business. 

But surprisingly enough, this experiment, which was thought to be 
an indicator of the future pattern of the boards of state undertakings, 
has been given up and in the recent reconstitution of the Board of 
Hindustan Steel, the pattern usual in other undertakings has been 
followed. There will be a full-time chairman and in course of time all 
the other directors will be part-time. There will be a senior officer to 
represent the controlling ministry and the Ministry of Finance; in 
addition to the existing part-time directors, one, the chairman of a sister 
enterprise and one, a labour leader, there will be two well known man- 
agers from the private sector. The general managers of the three plants 
will continue to be part-time directors but this is said to be purely a 
transitional arrangement, as the government does not W'ant to deprive 
persons who were already directors of their status as directors. But in 
future there will be no such inside part-time directors. Similarly, in the 
Fertiliser Corporation and the Heavy Electricals, the status of part-time 
director which was being enjoyed by the top managers of the individual 
plants is not being conferred on new incumbents of these positions. This 
seems to indicate that the government has now decided that the pattern 
of a predominantly functional board consisting mainly of persons work- 
ing full-time in the undertaking is not % suitable one, 
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The question of the typ e and composition of the board is inevitably 
closely related to the functions of the board. In the case of enterprises 
which are carrying out mainly governmental or similar functions, of 
which the Reserve Bank is the best example, a board which consists 
mainly of persons who can advise on broad problems of policy with 
knowledge and experience may be quite appropriate. But in the case of 
enterprises which have specific manufacturing or trading functions to 
perform, and in whose case broad policy decisions will anyway lie with 
government, the only function of the board will be to provide the over- 
all management of the enterprise— to appoint the principal executive, to 
define the organisational structure and internal relationships in the con- 
cern, to specify detailed targets of output, costs, etc., to exercise overall 
control, to review operations and provide correctives, to maintain liaison 
with government and parliament, and to prepare for the future by 
organising research, preparing expansion schemes, and arranging for their 
execution. Can these functions be best performed by a board pre- 
dominantly consisting of members whose main area of activity lies out- 
side the enterprise? 

This problems has been debated for long in the literature on mana- 
gement organisation and it is obvious that one should not be dogmatic 
about the answer.T A great deal is bound to depend on the types of 
persons that are available for appointment, the confidence that they can 
obtain of the government and other such conditions that would vary 
from enterprise to enterprise and from time to time. It has been point- 
ed out that part-time members of the board can be of great help to the 
chief executive, chairman of managing director, not merely because of 
their knowledge and experience but because they can have influence with 
the minister and generally in the public which helps obtain support for 
the management once these persons can be convinced of the manage- 
ment’s case. It is also said that persons from the business world can be 
more easily persuaded to accept the managemenfs case because they are 
in touch with similar problems in their own concerns. It is also main- 
tained that to carry out the functions that a largely internal board can 
more effectively perform, there may be a Board of Management which 
consists of the heads of plants and heads of the main functional areas. 

7 The speech of P.L. Tandon, Chairman, Hindustan Lever Ltd., delivered at the 
recent annual general body meeting of that company, deals with the Lever Group’s 
approach to this problem and would be found interesting in this connection. See espe- 
cially the following extract: “We have no doctrinaire views on this subj^t (of working 
directors against outside advisory directors), but for the recurring day-to-day affairs 
of the Company, we think that a working board is the practical answer, which is also 
the experience of many progressive companies elsewhere. As for advice, we have 
plenty within the concern, but whenever we feel the need, we do not hesitate to look 
for it outside"’, The Economic Weekly^ June 15, 1963, p. 976. 
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Annexure 

LIST OF ASPECTS REQUIRED TO BE ATTENDED TO BY THE 
AUDITORS, AS PER DIRECTIONS ISSUED BY THE COMPT- 
ROLLER AND AUDITOR GENERAL UNDER SECTION 
619(3)(a) OF THE COMPANIES ACT, 1956 

I. SYSTEM OF ACCOUNTS AND BOOK-KEEPING 

1. Has the company issued appropriate instructions laying down 
the respective duties and responsibilities of various officers in regard to 
the maintenance of accounts? Does the auditor consider on the basis of 
test checks exercised, that the accounting system is adequate for purpose 
of preparations of final accounts as well as for purpose of “auditing in 
depth” which involves tracing transaction through its initial to final stage? 
If not, what are the main deficiencies? 

2. Are the books of account and the accounts records properly 
maintained up-to-date? If not, the deficiencies may be pointed out. 

The auditor may indicate when the final draft of the accounts is 
given for audit. 

3. In regard to a company with subsidiary units or branches, does 
the head office maintain proper control accounts of branches? Is there 
any drawback in the system of control accounts maintained? 

4. Is the allocation of expenditure during construction between 
capital and revenue properly done so that the cost of an identifiable 
unit of plant {e.g., coke oven in steel plant) can be ascertained? If not, 
the defective cases should be indicated. 

II. INTERNAL CONTROL 

1. Has the company issued adequate instructions indicating the 
financial power of heads of branches and their subordinates? Does the 
procedure provide for adequate financial checks and safeguards? 

2. Is there an internal audit system? Are you satisfied that the 
important points thrown up by the internal audit have been considered 
by the administration and necessary action taken? If not, indicate the 
more important points on which consideration/action is outstanding. 
Have any drawbacks in the system come to your notice? 

3. Does the company prepare the budget for a financial year with 
adequate details sufficiently in advance? If so, the actual performance 
in regard to control over revenue and expenditure in relation to budget 
provision may be indicated. 

III. MANUFACTURING AND PRODUCTION ACCOUNTS 

1. Does the company maintain periodical quantity accounts of 
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production of the major products? How do these compare with the 
periodical targets fixed? 

2. Does the company prepare accounts indicating the cost of a 
unit of its major products? Have you any general comments to make on 
the effectiveness of the system of cost accounting? 

3, Are records maintained for determining the rejections in pro- 
duction? Have you noticed any abnormal variations? 

IV. PROFIT & LOSS ACCOUNT 

1 . On what basis are the selling prices of various products of the 
company fixed? How do they compare with the cost of production? 

2. Has adequate financial provision been made for maintenance of 
plants and -machinery? Are there stand-by plants? If so, how far are 
they worked during the year as ascertained from the records of the com- 
pany? 

3. Has the company obtained any waiver or moratorium of 
interest on loans obtained by it from government or others? To what 
extent has the Profit and Loss Account of the year been affected by such 
a concession? 

V. BALANCE SHEET 

1. What are the total volume of book debts during the last four 
years as on the dates of the respective balance sheets? What are the 
amounts of debts outstanding for more than one year? 

2. Does the system of procurement and disposal of stores ensure 
that: (/) stores much in excess of the reasonable requirements of mainte- 
nance and production are not accumulated; {it) the account of (r/) surplus, 
and (6) unserviceable stores are periodically determined; and {Hi) surplus 
and unserviceable stores are disposed of the system? 

VI. GENERAL REVIEW 

1. What is the ratio of long-term loan advanced to the company 
to the paid-up Capital? 

2. What is the return on capital invested (share capital, long-term 
loans and free reserves) during the last four years? 

3. What is the: (f) ratio of closing stock to net sales, (i7) ratio of 
net profit to net sales, (///) ratio of cost of sales (goods) to net sales, 
and {iv) ratio of current assets to current liabilities, over the four years 
ending with the year s accounts which are audited? 

4. What are the siibsidies/grants paid during the last five years by 
government to the company? 

5. What is the trend of maintenance cost of service units for the 
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benefit of the stalf during the last four years? Are proforma accounts 
maintained in respect of their operation? If so, what are the results? 

VIL GENERAL 

Have you any other observations to make in regard to the accoLints 
of the company or their financial working? 



The Problem of Autonomy and 
Control in Public Enterprises 
in India* 

S.N. Puranik 


P UBLIC ENTERPRISES constitute an important sector of the Indian 
economy and occupy a commanding position particulary in the field 
of industry and commerce. In India, they have been organised in three 
forms, namely: (i) departmentally run or managed enterprises, (it) 
statutory or government corporations, and {Hi) government or joint stock 
companies; the number of the latter two types is constantly increasing. 
It is pointed out that while at the beginning of the First Five Year Plan 
in April 1951 there were only 5 Central Government undertakings with 
a total investment of Rs. 27 crores, there are now as many as 170 public 
undertakings with an investment of over Rs. 10,000 crores, the present 
market value of which is many times more.^ The annual report for 
1976-77 on the Working of Industrial and Commercial Undertakings of 
the Central Government presented to parliament in February, 1978 
revealed that there has been continued expansion of production and 
turnover, greater resources generation, better utilisation of capacity and 
general price stability of the basic industrial outputs.® The increasing 
importance of public enterprises has also been accepted by Shri H.M. 
Patel, Finance Minister of the ‘right-of-the-centre party’ like the Janata 
which came to power at the Centre in March 1977 by defeating the 
Congress which was mainly responsible for the growth of the public 
sector since 1950. He conceded that the policy towards public sector 
followed by his predecessors had justified itself and that the public 

•From Indhn Journal of Public Administration, Vol. XXIV, No. 4, 1978, 
pp. 1044-59. 

ij. Bosu, (Chairman of the Parliamentary Committee on Public Sector Under- 
takings), “Public Sector Undertakings", Lok Udyog, New Delhi, Vol. XI, No. 10, 
January 1978, p. 5. 

2For detailed statistics see: “Performance of Public Enterprises During 1976-77”, 
lok Udyog, New Delhi, Vol. XI, No. 12, March 1978, p. 63. 
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enterprises contributed significantly to the development of the country.^ 
The main thrust of the government policy during all these years 
since 1950, and particularly in the post-Nehru era, had been to make 
the public sector really dominant vis-a-vis the private sector.^ The state- 
ment on industrial policy made by Shri Fernandes, Minister of Industry, 
in parliament in December 1977 did not make any major departure from 
all this/ although the important and complementary role of the private 
sector has also been emphasised by the Finance Minister, Shri Patel/ 
These public enterprises, unlike the private ones, are heavily incli- 
ned towards 'public good’ as against 'private good’ and considerations 
of profit-making receive relatively less attention in the minds of the policy 
makers. However, there is an increasing awareness in India that the 
public enterprises cannot afford to suffer losses continuously over the 
years and that they should show at least a minimum efficiency as there is 
a huge amount of public money invested in them. It is increasingly 
recognised that the public enterprises are basically economic units and 
unless they are run efliciently, the role expected of them in the economic 
transition will bring about a disaster to the country instead. Here arises 
the need to give these enterprises a certain degree of autonomy which is 
enjoyed by the privately managed economic units. The expert committ- 
tees appointed by the government to probe into the working of public 
enterprises and the scholars trying to evaluate the performance of public 
sector in India have considered this aspect of the autonomy enjoyed by 
public enterprises as important and the theme of discussion in the 
country for a long time has been: 'how far are these enterprises given 
autonomy in their day-to-day working and how to relieve them of an 
excessive governmental interference’. That autonomy and control should 
both co-exist is not denied. However, they have posed a dilemma. 

AUTONOMY AND CONTROL 

The business or commercial aspect of public enterprises and the 
expectation that they should be run efficiently stress the need for greater 
'autonomy’ in their administration, since the success of private enter- 
prises is largely attributed, among other things, to the autonomy they so 
enjoy. In the case of public enterprises also, the growth of the units 
does not depend on the stepping up of the quantum of public investment 
alone, but also on the intelligence, imagination, confidence and the 
initiative of the managerial personnel and the discretion they enjoy in 

^H.M. Patel, "Public Enterprises in Indian Economy : Problems of Management”, 
Lok Udyog, VoL XI, No. 1 1, February 1978, p. 6- 

^A. Mehta, India Today^ New Delhi, S. Chand & Co., 1974, p. 5i. 

^Lok Udyog, VoL XT, No. 10, January ! 978, pp. 41-46. 

« Patel, op, cit. 
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managing the enterprise.’ 

Aspects of Autommy 

A UN pamphlet includes the following freedoms in the word 
'autonomy’: 

(0 freedom from the annual appropriation process at least for 
operating expenses; 

(n) freedom to receive and retain operating revenues; 

(iU) freedom to apply operating revenues to operating expenses; 

[iv) freedom from general government restrictions particularly in the 
field of expenditure; 

(v) freedom from normal government appropriation accounting; 

(vi) freedom from normal government audit of operation; 

(vii) freedom from central purchasing and contracting requirements; 

and • 

(vin) other related freedoms like freedom to borrow money, freedom 
to hire and fire, freedom to pay salaries at the discretion of the 
enterprise and freedom to control its long-term planning, etc.^ 

These are, at the most, theoretical propositions and in practice the 
autonomy granted to an enterprise varies from one enterprise to another. 
The enabling act of legislature which creates a public enterprise recogni- 
ses, though not in unambiguous terms, two separate spheres: one, of 
'policy matters’ and another, of 'matters related to day-to-day adminis- 
tration’. It is expected that in normal circumstances or if larger public 
interest does not require otherwise, the government should restrict itself 
to the first sphere while leaving public enterprises to look after the 
second sphere. It is in this sense that the autonomy in public enter- 
prises is construed generally. Traditional departmental organisation of 
the government do not enjoy such autonomy, and hence are not suitable 
for the management of industries. Therefore, the departmental form of 
organisation is not used, or only used very rarely; instead, the other two 
types are adopted as they give advantages like 'freedom in adminis- 
tration, elasticity in management, autonomy in finance and freedom from 
government intervention’.^ 


‘^V.K.R.V. Rao, “The Role of Public Enterprises in the Indian Economy’', Indian 
Journal of Public Administration (Special Number on Organisation and Management of 
Public Enterprises), Vol X, No. 3, July-September 1964, p. 421 . 

SB.F. Mathur, “Accountability of Public Undertakings in India’', Lok Udyog, 
Vol. II, No. 1 1, February 1969, p, 1 1 25. 

^R.C. Agarwal, State Enterprises in India, Allahabad, Chaitanya Publishing 
House, 1961, p. 153. 
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Aspects of Control 

However, ‘complete autonomy’ or ‘freedom to take decisions inde- 
pendently in all the matters’ is not expected in case of public enterprises 
for some obvious reasons. First, public enterprises are created with 
some socio-economic philosophy behind them which they cannot forget 
or deny; secondly, public money is invested in their creation and 
growth; in the third place, the motive behind their creation is ‘service’ 
to the public at large and lastly, they are viewed as an instrument of a 
larger public policy. It has rightly been maintained that “the magnitude 
and growth of the public sector is equally matched by its social respon- 
sibilities and public purpose. The logic that it uses tax payers’ money 
has always hunted the managements of public sector in the form of 
varied and vast ramification of public accountability through parliamen- 
tary committees, the ministries and various public agencies besides a 
number of audit controls.”^® Lord Morrison put the same phenomenon 
more aptly, neatly and briefly when he maintained, “Public enterprise 
combine in them public ownership, public accountability and business 

management for public ends”.^^ 

In a democracy, the government is responsible to the people and, as 
such, the public enterprises which are run by the government are respon- 
sible and accountable to the legislature which represents the people. This 
responsibility to parliament gives the latter the power ‘to put the matters 
right’ if the enterprise leaves the track. Responsibility, to which Robson 
adds ‘accountability’, therefore, includes control and one is meaningless 
without the other.^'^ Accountability implies not only the submission of 
accounts of completed expenditure for inspection by parliament but also 
“parliament’s right to criticise public expenditure and to apply sanctions 
in case of unauthorised or excessive expenditure.’ It is feared that the 
full amount of autonomy or the absence of adequate public control 
would make more harm than good to the economy, if as a result of such 
policy the enterprises behave irresponsibly. Hence the aspect of control 
is also important in case of public enterprises. It is more true in case 
of underdeveloped countries where the ‘technical know-how’ and the 
‘managerial qualities’ are not much developed and besides, “where cor- 
ruption and malpractices are all too likely to flourish’’.^* Moreover all 
the countries which have established public enterprises grant them a 

lON.K. Singh, “A New Model for Professional Management in Public Sector’* 
Lok Udyog, Vol. XII, No. 3, June 1978, p. 27. 

Morrison, Socialization and Transport, London, 1933, p. 149. 

12BX. Bansai, ‘‘Financial Control: Checks and Balances’’, in The Public Sectori 
A Survey (ed.)j Bombay, Vora & Co., 1969, p. 66. 

Mathur, op. eft. 

Hanson, Public Enterprises and Economic Development, London Routledce 
& Kegan Paul Ltd. (2nd Ed.), 1965, p. 379. ' ^ 
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certain degree of autonomy but at the same time provide for certain 
controls which can be grouped into : (< 7 ) automatic control by the Act, 
(&) direct coiitroF by the government, and (c) hn direct’ public control.^^ 

Conversely, too much control will prove to be a drag on the unit’s 
‘autonomy’ thereby reducing it to a traditional departmental form and 
negating or defeating the very purpose of their creation. Parliament, 
while reviewing the performance of public enterprises, should see that 
this does not weaken the initiative in management which would adver- 
sely affect efficiency. Sri V.K.R.V. Rao rightly maintained in this context 
that the bugbear of public accountability should not be so operated “as 
to kill enthusiasm and initiative in individual public enterprises and 
prevent them from growing to the levels of output and ejfiiciency that 
they must rise to, if they are to play a significant role in the building of 
the Indian economy”,^^ 

Thus, there is need for both autonomy and control and the recon- 
ciliation of these two basic concepts constitute the central problem of 
management of state undertakings”.^^ It is generally observed that this 
reconciliation is not achieved properly in case of most of the public 
enterprises. This paper, therefore, attempts to take an overview of the 
problem as it exists in India and of the attempts made by the govern- 
ment to establish the balance or to achieve the reconciliation. 

AUTONOMY GIVEN TO PUBLIC ENTERPRISES IN INDIA 

The form of organisation favoured by the government is basically 
important. Departmental form of organisation poses no problem as 
regards autonomy and control. However, the distinction between com- 
pany form and corporate form becomes important; the company form is 
more flexible than the corporate form and it enjoys no special or inde- 
pendent legal status and Mefined’ responsibility to the legislature that 
the latter does. It becomes important, therefore, in this context that the 
policy of the Government of India, particularly after the inception of the 
Second Five Year Plan, has been in favour of company form and where 
necessary the corporate form.^® Hence the measure of autonomy given 
to public enterprises in India varies from one form of enterprise (govern- 
ment company) to another (statutory corporation) and again from 
enterpise to enterprise. Therefore, the treatment given to the problem of 
autonomy and control is more general than specific. 

isy.V. Ramanadham, The Control of Public Enterprises in India y London, Asia 
1964, p. 47. 

I 6 V.K.R.V. Rao, £?/?. ciL 

17 R.C. Dutt, ‘‘Management of State Enterprises: The Kumarmangalam Model”, 
Lok Udyog, Voi, VII, No. 4, July 1973, p. 6. 

isS.R. Maheshwari, Indian Administration^ New Delhi, Orient Longmans, 1968, 
p. 123. 
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Autonomy is given to public enterprises in India in respect of 
matters such as the following, to take only a few examples: 

(/) The creation and filling of vacancies up to a certain level in the 
hierarchy; 

(//) fixation of special scales for the posts created by them; 

(hi) taking financial decisions required in day-to-day administra- 
tion; 

(iv) corresponding directly with executive authorities of the govern- 
ment such as the chief controller of Imports and Exports, the 
Controller of Capital Issues, etc., except in matters where the 
ministry concerned definitely desires that the correspondence 
should be routed through them; and 

(v) entering into foreign exchange commitments without any re- 
ference to the Ministry of Finance, within the limits of prior 
allocations of foreign exchange, etc. 

It is expected that public enterprises should take decisions on their 
own in regard to powers given to them and should not look to the 
higher-ups for decisions on them. 

Actual Experience with Autonomy 

Actual experience of the public enterprises with regard to the exer- 
cise of autonomy sanctioned to them is, however, far from satisfactory. 
The top managerial posts in public enterprises are filled in by deputa- 
tionists from the civil service cadres and this practice affects the autonomy 
adversely. The appoinment of government secretaries as members of the 
board of directors of several concerns in general and the appointments 
of secretaries as chairmen of the board of directors of a few government 
companies, in particular, bring in the powerful influence of the ministry 
concerned on the working of these enterprises and hence, as Prof. 
Agarwal comments, “The questions of such a board not following minis- 
terial wishes does not arise at all.”^*’ As a result, the enterprise loses its 
autonomy and is reduced to the status of a department. The case of the 
Life Insurance Corporation well illustrates this point. The evidence 
presented before the Commission of Enquiry (Chagla Commission) 
showed that “the Life Insurance Corporation was not at all autonomous 
and the officials of the Ministry of Finance were treating it as a govern- 
ment department”.®® 

This ‘deputationist’ policy affects the autonomy in two important 
ways. First the enterprises heavily rely on the government for these 

iwR.C. Agarwal, op. cit., p. 225. 

2«C.P. Bhambhri, Public Administration in India, Delhi-Bombay, Vikas Publishing 
House, 1973, p. 108. 
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posts and the government officers who man these posts often lack initia- 
tive and capacity to take decisions independently. These persons do not 
look to the interests of the enterprise in which they work. Secondly, 
they bring with them what is called ‘civil service culture’ as against the 
/industrial culture’ which percolates downward and mars the business 
character of the entire organisation. 

Appointment of legislators on the board of directors of these enter- 
prises has also impaired their autonomy. In India, the membership of 
the boards is not closed to legislators, except in the case of the Damodar 
Valley Corporation and the Reserve Bank of India. Eminent persons 
like Sri Gorwala have disapproved such a practice. The presence of legis- 
lators or ministers has a qualitative effect on the tenor and character of 
the board of directors inasmuch as it dampens their autonomous 
working.‘^^ 

It is also observed that these public enterprises are obliged to deal 
directly with the ministry to which they are attached and there is no 
effective unit between the enterprise on the one hand and the minister- 
m-charge on the other, a unit which will work as a ‘buffer’ and which 
will prevent direct ministerial interference in the internal affairs of the 
enterprise concerned. 

Measures Adopted to Strengthen the Autonomous Character 

It seems that the Government of India is aware of these snags and 
have, on expert advice, attempted to remove them with a view to streng- 
thening the autonomous character of public enterprise. To mention only 
a few of the measures adopted by the government in this respect: 

(/) An industrial management pool was created in the late ‘fifties’ 
to reduce the reliance of the public enterprises on civil service 
personnel. 

(//) It was decided to withdraw all civil service personnel from the 
undertakings except those who opted permanently for them. 

(///) On the recommendation of the Krishna Men on Committee the 
practice of appointing departmental secretaries as chairmen of 
public enteprises was given up in a large number of cases. 

It was decided to restrict the representation of the government 
on the board of directors of these enterprises to two only, one 
from the administrative ministry and the other from the finance 
ministry. 

(v) The organisation like SAIL (Steel Authority of India Ltd.) was 
created in the year 1973 with a view to bringing all the public 

Gupta, ‘'Governing Boards of Public Enterprises'’, in Organisation and 
Managenient of Public ETUerprisc's(tdC)^V ol. II, New Delhi, Atlantic Publishers & 
Distributors, 1978, pp, 18-22. 
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■ and private sector steel plants and coaking coal mining units 
under one common umbrella. 

{vt) A Bureau of Public Enterprises was setup in the ministry of 
finance in 1964 with a view to providing policy and overall 
guidance to public enterprises and carrying out a continuous 
appraisal of the organisational set-up, personnel requirement, 
performance, etc. 

{vii) The government has created a Public Enterprise Selection 
Board (PESB) in 1974 which advises the government on 
matters like appointments to senior management positions and 
on management development within the companies.^^ 

However, these attempts proved less than satisfactory; nor were they 
successful and the basic character of the relationship between the Union 
Government and the public undertakings remained as before. The indus- 
trial management pool soon became stagnant and no systematic attempt 
was made to build up a separate public enterprise cadre to man the top 
managerial posts in public enterprises. Although, the departmental secre- 
taries ceased to be chairmen of public enterprises in their formal capa- 
city, they continued to enjoy the authority delegated to them earlier.‘‘^^ 
Representatives of the Central Government on the board of directors of 
these enterprises, though reduced to the minimum of two, further con- 
tinued to exercise a disproportionate influence on the deliberations in 
the board Bieetings. Even the experience with the Bureau of Public 
Enterprises did not remain encouraging in this respect and instead of 
working merely as a 'bufief, it often attempted to work as an ‘executive 
authorityh‘‘^^ 

All the attempts made by Union Government, therefore, did not 
add anything substantially to improve the extent of autonomy originally 
given to them and “the public undertakings continued to be dominated 
by the government’ It can be safely maintained that the public enter- 
prises continued to rely heavily on the government in the matters of 
men, money and management and it affected their autonomy adversely. 
Some scholars have gone to the extent of saying that the “autonomy of 
the corporations in India has become a farce’h^^* 

Inefficient and unsatisfactory managerial performance of the public 
enterprises also invites ministerial interference in their working and cur- 

Amarchand, “Public Accountability*’, in Organisation and Management of 
Public Enterprises (ed.), op- cit,, p. 68, 

-3R,C. Dutt, op. cit, p. 7. 

2^D.S. Nakra, “Peifortnancc Evaluation of Public Undertakings”, Lok Udyog, 
Vol. VII, No. 5, August 1973, p. 23. 

-5R.C. Dutt, op. cit, 

2<5C.P. Bhambhri, op. cit., p. 116. 
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tails their autonomy. It is pointed out that public enterprises are lethar- 
gic in preparing their budgets before the year begins and even in matters 
like reporting about their performance to the ministry, etc., and such 
delay affects their autonomy further. It is said that “autonomy without 
obligation invites outside interference’.^’ 

CONTROL AND ACCOUNTABILITY OF PUBLIC 
ENTERPRISES IN INDIA 

Government control over public enterprises in India is exercised in 
several ways. First, government has the power to appoint the chairman 
and representatives on the board of directors of these enterprises. 
Secondly, government has the power to issue directives or instructions 
to these undertakings, wherever necessary. Thirdly, certain matters like 
collaboration agreements, annual and five year plans, annual capital budget, 
revenue budget, etc., require prior approval of the government. Fourthly, 
the enterprises are required to submit periodical reports to the adminis- 
trative ministry aild to the Bureau of Public Enterprises. Lastly, progress 
review meetings are convened by the administrative ministries with the 
top managerial personnel of these undertakings. 

Further, all these enterprises are subject to the overall control exer- 
cised by the Comptroller and Auditor General of India and it is to be 
specifically pointed out in this context that no distinction exists between 
auditory control over the usual governmental departments and the sta- 
tutory corporations or government companies, contrary to the practice 
in countries like Britain and the USA. Article 149 of the Indian Consti- 
tution empowers the Comptroller and Auditor General to audit the 
accounts of the Union and of the States and of any other authority or 
body as may be prescribed by parliament. Section 619 of the Indian 
Companies, Act lays down that the auditor of a government company 
shall be appointed by the Central Government on the advice of the 
Comptroller and Auditor General who is further empowered to direct 
the manner in which the accounts of the company shall be audited and 
also conduct a supplementary or test audit if he so desires. The accounts 
of government corporations, however, are audited in the manner pres- 
cribed in their respective statutes. But in case of most of the govern- 
ment corporations, the Comptroller and Auditor General has been em- 
powered to conduct the audit by himself or through professional audi- 
tors appointed by him. Since 1969, the auditory control over these 
enterprises is exercised by the Comptroller and Auditor General through 
the Audit Board which was set up on the recommendation of the Ad- 
ministrative Reform Commission. 

‘^’Tandon, “Profitability and the Public Sector”, Lok ltdyog, Vol. VII, No. 6, 
September! 973, p, 33. 
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Accountability to parliament is mainly in the following ways: 

(?) Members of the parliament can ask questions to the concerned 
minister of the working of public undertakings under his 
charge. 

(?7) Members of parliament can discuss the affairs of public enter- 
prises when the House takes up ‘demands for grants’ for dis- 
cussion and vote. 

(/■?■?■) Parliament can examine the working of these enterprises through 
its regular committees like the estimates committee and the 
public accounts committee and special committee like the 
committee on public undertakings. 

(z'v) Parliament receives every year a comprehensive appraisal of the 
working of selected public undertakings done by the Audit 
Board. 

(v) Public enterprises are required to present to parliament their 
annual report together with a copy of the audit report made by 
the Comptroller and Auditor General of India. 

Actual Enterprises with the Controlling Powers 

(?) Ministerial Control: The minister in India exercises powerful 
influences on the working of public enterprises since the major control- 
ling powers vested with the government are exercised through him only. 
His role has proved to be very important; first, in regard to his power 
of appointing and removing the members of the board of directors and, 
secondly, in regard to his power of issuing directives or instructions on 
policy matters. These powers are wide and broad because, on any 
matter of controversy, the word of the minister (or ministry) supersedes 
that of the enterprise in question. Till very recently, it was not obliga- 
tory for the government either to inform the House on the directives 
issued to the public enterprises or to publish them in any form. Dis- 
satisfaction over this lacuna expressed by the estimates committee, the 
committee on public undertakings and also by the Administrative Re- 
forms Commission had very little effect on the government. However, 
the government accepted the suggestion made in this respect by the ARC 
and, in its reply placed before parliament on the 10th May, 1968, explain- 
ed that “Where government consider it necessary to issue a directive to 
a public enterprise, it should be in writing; the issuance of the directive 
should also find a mention in the annual report of the concerned enter- 
prise,.”^® It is to be seen, however, that this is given a sincere trial by 
government in case of all the public enterprises. Further, ‘pre-consulta- 

^SQuoted by L. Narain, “Parliamentary Committee on Public Undertakings— The 
British Experience”, Lok Udyog, Vpl. XI, No- 7, October 1978, p. J4. 
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tion with the government’ or 'prior approval of the goveniment’ is 
required if any public enterprise wants to undertake any new activity or 
programme. By using these powers, a shrewd minister can easily make 
the public enterprise subservient to the administrative ministry which he 
heads and yet can evade his responsibility to parliament. 

It is pointed out in the context of India that "the ministers inter- 
fere not only in broad matters of policy but also in matters of detail 
such as personnel management, labour relations, stores purchase policy, 
etc.,”^® The following examples throw light on the influence wielded by 
the ministries in respect of public enterprises. The board of directors 
of the Damodar Valley Corporation thought that the 'residual powers’ 
vested with the Corporation. However, the Union Government insisted 
otherwise and claimed that those powers vested with the government. 
Accordingly, the government desired that the agenda for theboard of direc- 
tors meeting must be approved by it and the proceedings submitted to it. 
The board of directors of the Damodar Valley Corporation had to yield 
to a compromise formula which recognised the ultimate and superseding 
powers of the government.®^ Further, in case of the same Corporation 
some project plans were prepared by the chief engineer and were appro- 
ved by the consultant engineers, all of whom were specially qualified men. 
But the plans had to be subjected to a further scrutiny by the engineering 
departments of the three concerned governments.®^ Excessive dominance 
of the Finance Ministry in the LIC affairs was pointed out by the 
Chagla Commission appointed to enquire into the famous 'Mundra 
deal’.®^ Examples like these in case of other public enterprises have given 
rise to general feeling that the administrative ministries often evade their 
role while exercising the controlling powers. A comment of the estima- 
tes committee is very pertinent in this context. It observed: "In the rela- 
tions between the undertakings and the ministry, the former are treated 
in the same manner as departments and offices of government, controlled 
and supervised by the secretariat”.®® Prof. Das’s remark on this pheno- 
menon of ministerial control that it "often goes to fantastic length”.®^ 
also deserves attention in the context. 

(//) Audit Control: Now the emphasis is clearly on the need to carry 
'efiiciency’ audit rather than 'legality’ audit. However, the Comptroller 
and Auditor General has successfully used his aulhoiity to bring the 
public corporations an d government companies complelely under his 

Amarchand, o/?. c//., p. 72. 

Agarwal, o;?. Cl/., p. 226. 

155. 

32C.P. Bhambhri, Bureaucracy enj PolitL s in India, Delhl-Bombay, Vikas 1971, 
p. 285. 

^^Quoted by B.L. Bansal, op. cit , p. 69. 

Das, The Public Sector in India, Bombay, 196i, p. 91. 
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purview and doubts have been raised about his competence to go beyond 
the matters which are covered under the 'efficiency’ audit generally. The 
following observation is apt in this context. ''There are dangers in 
allowing the Comptroller and Auditor General to push his finger too far 
into the public enterprise pie.... He will probably try to extend the 
boundaries in matters of which, to say the least, his understanding is 
imperfect. Moreover, if he is a parliamentary official, he may encourage 
parliament itself to get too deeply involved in the affairs of public enter- 
prises, to the detriment of their independence. There is evidence that 
this has happened in India.”^^ Appleby has also pointed out how the 
Comptroller and Auditor General claimed his jurisdiction even over the 
decisions taken by the board of directors to ascertain to what extent 
their powers were exercised in the best interests of the undertakings.^^' 
Arora maintains in this context, "In Britiaii the Auditor General has 
consistently been declining to extend his jurisdiction to the nationalised 
industries. On the other hand, in India, successive Auditors General 
have been very keen to get their department thoroughly involved in 
this area”.^^ 

Thus there is evidence to believe that the auditory control over the 
public enterprises is 'more than what is desired’ and irrespective of the 
creation of the audit board, the approach has not changed as yet. A 
point has often been made in favour of what is called 'management’ 
audit or 'efficiency’ audit of the public enterprises, the purpose of which 
should be "to show to the men in positions of management their errors 
and the shortcommgs of their ways and their far-reaching longterm 
effects.”^^' 

{in) Parliamentary Control : There are adequate opportunities to 
parliament in India to exercise effective control over the public enter- 
prises. It should be pointed out, however, that there is intrinsically 
less control exercised by parliament on the working of public enterprises 
organised as government companies, since "the memorandum and the 
articles of association are in the nature of 'internal’ documents which 
neither come to parliament for discussion before their finalisation nor 
attract parliamentary attention whenever any modification is made”.®® 
The position is somewhat satisfactory in the case of the corporation 
form because this is established by statute by the parliament itself. 

Hanson, <?/7. dr., p. 383, 

Appleby, Re-examination of India's Administrative System with special refer- 
ence to Administration of Governments Industrial and Commercial Enterprises, Cabinet 
Secretariat, O & M Division, New Delhi, 1956, pp. 28«29. 

Arora, "Audit and Accountability of Public Enterprises in India and 
Britain’\ Lo/c Udyog, Vol. VII, No. 7, October 1973, p. 40. 

Bansal, op. cit, p. 72. 

^^V.V. Ramanadliam, op. cit., p. 66, 
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Further, the control exercised by parliament is far from satisfactory 
with perhaps the exception of its role through the legislative committees 
and through the auditing machinery. Even in regard to the legislative 
committees, some lacunae have been pointed out. Reports of the estima- 
tes committees make interesting reading and are really valuable. 
However, it is pointed out that this committee finds no time to study 
the working of all the enterprises. The committee on public under- 
takings, established by parliament in 1964, is also, not able to do this 
gigantic task of examining the work of the ever increasing number of 
public enterprises. However, the setting up of this committee was, in 
the words of Sri Hukum Singh, Ex-Speaker of the Lok Sabha, “a vital 
step taken towards ensuring better and effective control over public 
undertakings”*”. This Committee has also emphasised the need for 
examining a greater and more effective parliamentary control on the 
existing undertakings and prior approval of the parliament for regis- 
tering new government companies.** 

The right to ask questions to the minister is also a useful device 
through which parliament exercises control. It is expected that questions 
should not be asked on matters which fall within day-to-day jurisdiction 
or working of these enterprises and that they should be confined to 
policy matters or to the overall performance of the enterprise. It is 
maintained in this context that the autonomy given to public enterprise 
should not restrict the right of parliament to exercise effective control 
over one of the important segments of the country’s administration. 
Shri Mavalankar, Ex-Speaker of the Lok Sabha, expressed this line of 
thinking when he maintained “...merely because the system makes them 
autonomous it does not follow that the system can take away the 
jurisdiction of parliament in having a full probe into the administration 
of that autonomous body.”*® 

A general tendency to elicit information on the day-to-day matters 
of public enterprises is seen when the questions are put to ministers in 
parliament. Instead of confining themselves to a survey of the overall 
position, as is done by their counterpart in Britain, the parliament 
members in India often tend to elicit answers on the day-to-day wor- 
king of the enterprise.** Further, the members ask such questions the 
information on which could have been secured by them directly from 
the public relations officers of the enterprise concerned cr from reading 
carefully the annual reports of the enterprises submitted to parliament. 
Such questions, according to Prof. Raraanadham, serve no useful 

Mathur, op. cit. 

Gupta, Organization and Methods for a Welfare State, Allahabad* Chugh 
Publications, 1976, p. 143. 

^2Quoted by B.P. Mathur, op. cit.^ p. 1128. 

Bansal, op. cit-, p, 68» 
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function of exercising control over public enterprises.^"^ On the contrary, 
such questions swallow the much precious time of parliament. 

It is said that the annual reports submitted by the public enterprises 
do not adequately inform parliament on various matters pertaining to 
their performance and this also impels parliament members to ask 
more questions, even though of a trivial nature. In the absence of 
adequate knowledge about the technical, business or commercial charac- 
ter of the enterprises and also about their overall functioning, it is 
futile to expect that the members will exercise effective control over 
public enterprises. Inability to get adequate information about the 
overall performance and problems of public enterprises strengthens the 
ministerial influence on the enterprise which further affects their autono- 
mous character adversely. 

CONCLUSION 

It is evident, then, that there is no happy balance between "auto- 
nomy’ and ^control’ in the case of public enterprises in India. The 
scale is tilted in favour of 'control’ which is also not being exercised in 
the interest of the enterprise proper. First, the ministers or ministries 
concerned do not allow 'freedom of action’ to the public enterprises 
under their charge; secondly, the role of the Comptroller and Auditor 
General is too 'authoritative’ to be liked by the managers of public 
enterprises, and lastly, parliament is unable to restrict the 'undue influ- 
ence and interference’ of ministers in the afluirs of public enterprises. 
There is wide scope, therefore, to strengthen the autonomous character 
of public enterprises and also to improve the performance of the con- 
trolling function. 

Various expert committees or commissions appointed by the 
government and scholars who have shown special interest in the various 
aspects of the working of the public enterprises have made valuable 
suggestions in this regard. To mention a few of them: 

(/) Organisations like SAIL should be created in other important 
areas and the direct contact of the minister with the individual 
enterprise should, as far as possible, be avoided. 

(//) Legislators should not be given membership on the board of 
directors and even the ministers should be kept away from 
such posts, at least in the case of 'ordinary public enterprises 
with limited responsibilities”^® 

{in) Tl.e Union Government has created a Public Enterprise Selec- 
tion Board (PESB) to seek advice on matters like appointment 

4W.V. Ramanadham, op.cit,, p, US. 

Gupta, op. cit., p. 46, 
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to senior management positions but this arrangement is 
insufficient. An independent ‘managerial cadre’ for public 
enterprises personnel should be created with a view to mini- 
mising the excessive dependence of public enterprises on 
administrative ministries for meeting their personnel require- 
ments. It is to be noted here that the new Janata Party 
Government, in its industrial policy statement, has categorically 
recognised the need for giving high priority to the building up 
of a professional cadre of managers in the public sector who 
would be given necessary autonomy and entrusted with the 
task of providing dynamic and efficient management to such 
enterprises.^® 

(/v) The accounts of public enterprises should be subjected strictly 
to ‘commerciar or ‘efficiency’ audit so as to do away with the 
domineering influence of the Comptroller and Auditor General. 

(v) The public enterprises themselves should try to conduct their 
business efficiently so as to inculcate faith and confidence 
about them in the minds of public authorities and the govern- 
ment should do everything necessary to improve the functioning 
of these enterprises. The bureau of public enterprises can be 
further activised to give expert guidance to the public enter- 
prises for this purpose. 

As regards improvement of the 'controlling’ function, the views of 
experts and expert commissions should be given a fair trial by the 
government. It is suggested that the purpose of control should be: {a) 
the promotion of efficiency of the public enterprise, {b) the attainment of 
targeted results, (c) the attainment of national objectives specific to 
individual enterprises, (r/) the regulation of undue managerial powers 
in fixing prices, (c) the regulation of concentration of economic power, 
and if) the ensuring of ministerial responsibility in parliaments^ 
Many valuable suggestions, have been made in this regard; a few of 
them are: 

(/) Too much adherence to or preference of ‘company form’ 
should be averted, as it gives more powers to the minister and 
the legislature to discuss its aflairs. The 
Estimates Committee (1959-60) and the Administrative 
Reforms Commission favoured statutory corporations in its 
place. The ARC held that the statutory corporation form 
should be adopted in the industrial and manufacturing field 

^®See ‘Statement on Industrial Policy made by George Fernandes . . Lok 
Udyog, VoL XI, No. IG, January 1978, pp. 44'45. 

4’^V.V. Ramanadham, 0 /?. ri/., p. 239. 
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and for promotional and developmental activities. The 
company form was suggested by the ARC for predominantly 
trading concerns and for projects where there was private 

participation.^^ 

(//) Parliament should have more access to information on public 
enterprises and arrangements should be made, like in Britain, 
so as to enable the MPs to receive information ‘directly’ from 
the enterprises. 

ini) As Prof. Ramanadham suggests, ‘control cells’ should be 
established in each ministry to enable the government to exer- 
cise effective and thorough supervision and to issue directives. 
These cells can also provide expert advice to the minister in 
the exercise of his powers in regard to the enterprises under 
his charge."^^ 

(iv) The board of directors of these enterprises should be restruc- 
tured with a view to keeping them free from any pressure of 
political elements like legislators and ministers. The Krishna 
Menon Committee had suggested that a board should consist 
of financial talent, administrative talent, technical skill, 
representatives of labour and personnel management®® and this 
suggestion is still relevant. 

Although no serious consideration is given to such expert sugges- 
tions by the government as yet, it is felt that it will have to ‘restructure’ 
its entire policy in regard to organising public enterprises keeping in 
view the changed socio-economico-political situation in our country. 

In case the balance is restored between ‘autonomy’ and ‘control’ 
there is reason to hope that the public enterprises will perform their 
functions efficiently and accelerate the pace of economic development 
in our country. n 


■'SAdminisfrative Reforms Commission, Rejjort ofl Public Undertakings, Govern- 
meat of India, New Delhi, 1967, p. 14. 

Ramanadham, op. c//., pp. 81-83. 

^^Quoted by K.R. Gupta, op. cit., p. 24^ 



Public Enterprises : Parliamentary 
Control or Accountability?* 

David C. Potter 


I N AN inaugural address to the Political Science Conference at Hydera- 
bad in 1951, His Excellency Sardar K.M. Panikkar challenged 
Indian Political Scientists in the following manner. 

We have to discover the nature and extent of popular authority over 
autonomous statutory bodies set up by the State to administer great 
enterprises started in the public interest but run on commercial 
principles. We have to consider and determine how far parliamen- 
tary control can be reconciled with efficiency in large scale enter- 
prise which every modern State seems to undertake in some form or 
another. These are matters properly entitled to your serious consi- 
deration.^ 

The above challenge to political and administrative ingenuity, des- 
pite some recent thoughtful consideration and discussion, still remains 
to be met. The so-called ‘nub’ of the Sardar’s proposition turns on 
the nature and extent of the relationship between the ‘autonomous’ 
enterprises and the popular authority as represented in the Indian Par- 
liament. This relationship is one of accountability and/or control. The 
concepts of parliamentary control, the accountability of public enter- 
prises to parliament, and their autonomy, are mutually inter-related, 
but at the same time quite distinct from each other. Some writers and 
most parliamentarians find it an easy thing to use the terms accounta- 
bility and control interchangeably. Strictly speaking, accountability invol- 
ves receiving accounts, statistics and reports while control is a function 
of giving stimulus, guidance and restraint. Any confusion here tends to 

♦From Indian Journal of Public Administral ion, Vol. V, No. 3, 1959, pp. 320-32. 
iR.M. Panikkar, “Inaugural Address" to the Political Science Conference at 
Hyderabad, on December 27, 1951, TAe Indian Journal of Political Science, XII{ 
^January-March, 1952), p. 14, 
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be confounded in that, as one writer correctly puts it, “accountability— 
the rendering of an account — necessarily involves some control if it is 
not to be an empty formality”.^ This is not a contradiction in terms if 
examined closely. The following assessment neatly sorts out the concept 
of control as coterminus with the definition of accountability: 

Parliament has an unlimited general power of control in that it can 
alter the law; but it has no specific power of control, as distinct 
from its right to receive an account. On the other hand, it has far 
more opportunity than a body of shareholders to express its views, 
its criticisms, its apprehensions, even its confidence and satisfaction 
if it should come to entertain these feelings; and it would be wrong 
to suppose that such expressions have no influence, merely because 
the sanction behind them is an unwieldy one.'^ 

In terms of this definition, we can chart the theoretical “chain of 
command”, so to speak, from the shareholders to the boards of directors 
of the public enterprises. The people are the shareholders and, in a 
democratic framework, the members of parliament are their representa- 
tives and reflect the will of their separate constituencies which, in sum, 
reflects the will of a country as a whole. The ultimate authority over 
the public enterprises is placed in the hands of the elected members of 
parliament. But parliament is too big, too inexpert and too busy to 
successfully govern individual projects under its jurisdiction. It is the 
ministers who have specific powers of control over the public enterprises 
and the degree to which the accountability of the enterprise to the 
people is successful rests on the degree to which the ministers are 
accountable to the members. The minister controls, and is, in turn, 
accountable to parliament which represents the people, the final 
authority. 

The minister should be able to control In India, he does so. Exe- 
cutive control over corporations is formally established in much the 
same manner as is done in Britain, The proviso in the Air Corporations 
Act, 1953 [section 34(1)], is typical: “The Central Government may give 
to either of the Corporations directions as to the exercise and perfor- 
mance by the Corporation of its functions, and the Corporation shall be 
bound to give effect to any such directions.” In point of fact, control 
over both public corporations and government companies is mainly ever- 
cised in informal ways. A former minister of finance quite frankly 
admitted, on the floor of the Lok Sabha, his informal financial control 

^H.A. Clegg, Industrial Democracy and Nationalization (A study prepared for the 
Fabian Society), Oxford, Basil Blackwell, 1951, p. 41. 

^Sir JoefFrey Vickers, “The Accountability of Nationalised Industry”, Public Ad- 
ministration, XXX, Spring, 1952, p. 80. 
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over the decisions of the boards of the public enterprises, in a surprising 
statement: 

There is an act of self-abnegation here. However, eertain patterns 
are being evolved and where for the sake of facility of administra- 
tion or for the elimination of red tape, we invest that body, may 
be a company or a corporation, with financial powers, certain pre- 
cautions are taken. One precaution which is invariably taken is 
that the fiiiaiicial representative at a very high level is attached to 
that concern as a director. Now when he exercises his powers, 
clthough it is not said so in so many words that everything shall be 
done with his concurrence, in practice that result is bound to follow. 
Because, if he is overruled, well, then he can report the matter to 
the ministry of finance and the minister of finance can take up 
the matter with the corporation and move government to make the 
necessary changes which will ensure that financial advise is taken.^ 

The convention in India at present is that the boards of directors of 
Central Government companies and public corporations are heavily 
laden with ministerial and Indian civil service appointees. The evidence 
here is clear. The Indian Institute of Public Administration’s study on 
public enterprises in India gives names and titles of the members of the 
boards of directors of nine of the public corporations and 35 of the 
government companies.^ Their study shows that the ministry of finance 
is represented on seven of the ten boards of directors of the public cor- 
porations. 

Similarly, the Government of India is well represented on the nine 
corporations’ boards examined. The same situation exists in respect of 
the boards of directors of the government companies with the ministry 
of finance represented by its senior officers in 30 of the more important 
companies in the public sector. What this means is that control by a 
minister over any important decision by the board of directors of a parti- 
cular 'autonomous^ public enterprise in India is virtually absolute 
because the personnel in each case are largely one and the same. This 
would seem to violate the conception of 'aiitonoiny’, and yet, the pub- 
lic corporations and government companies were set up largely with this 
premise in mind. The justification for maintaining this arrangement 

^C.D. Deshmukh made this statement during the course of the debate in the Lok 
Sabha on ‘'Parliamentary Control of Public Corporations”: House of the People, Far- 
Uameniary Debates , Vol X (December 10, 1953), col. 1922. (Italics by the 
writer). 

^Administrative Problems of State Enterprises in India— -Rcpovi of a Seminar, 
December, 1957, New Delhi: Indian Institute of Public Administration, 1958, Appen- 
dices IV and V. 
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lias been stated in most significant terms: ^It is clearly not feasible to 
give a completely free hand to the management in view of the responsi- 
bility and accountability of the Minister to Parliament.”^ 

II 

Since the minister controls the public enterprise, the enterprise, 
as well as the minister in charge of it, should account to parliament 
if they are to be ‘^public’ in the true spirit of the word. But also, in 
view of the definition of accountability, parliament must retain the 
right to exercise ultimate control over the public enterprises if accoun- 
tability is not to be an empty formality. It can be stated unequivocally 
that Parliament’s constitutional right to pass statutory Acts, to amend 
statutory Acts and to pass Acts and/or amendments which apply to 
public enterprises assures its ultimate control over the enterprises. 
Every public corporation has been established by an Act of Parliament 
and every government company is regulated by the provisions of the 
Companies Act, 1956. Only parliament is capable of amending these 
Acts. Legally, then, the ultimate authority over the X3ublic enterprises 
properly rests in the liands of the voting members of parliament. Once 
the public enterprises have been established by or have become subject 
to an Act of parliament, it is essential, in lieu of the very meaning of 
accountability, that parliament be continually cognisant of the working 
of the enterprises in order to be assured that they are acting in accor- 
dance with the provisions of the Act and in the interests of national 
policy. In short, if public enterprises are to be accountable to parlia- 
ment, parliament must be continuously well-informed about them. For 
parliament, any less would make accountability meaningless; any 
more would be a transgression of its proper role of authorising policy 
rather than implementing it. It is with this in mind that the various 
methods by which parliament holds a public enterprise and the minis- 
ter-in-charge accountable must be examined. It is on the basis of this 
that it is argued below that the accountability of Indian public enter- 
prises to parliament is defective. 

For it is clear that members of parliament are not well-informed 
about the public enterprises; the budget documents are a case in point. 
The Central Government is expected to spend over Rs. 500 crorcs in the 
Second Plan period on industrial enterprises in the public sector and 
the impact of this expenditure on the national economy is bound to be 
significant. It is both necessary and desirable for parliament to debate 
the financial requirements of the public enterprises while approving the 

^Ministry of Finance, Department of Economic Affairs, Office Memorandum No. 
F, 20{79 ) — P/55, (dated 13th March, 1957) as stated in Estimates Committee’s Nine- 
teenth Report (Second Lok Sabha) (Hew Delhi: Lok Sabha Secretariat, 1958), p. 25, 
col. 4. 
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budget. Most government companies and public corporations are 
financed initially by money drawn against the Consolidated Fund of 
India. Parliament must sanction money from this fund.^ The Comp- 
troller & Auditor-General of India has declared that "'when a new 
company is to be formed, a demand, for grant for its financial require" 
nients is placed before the House, thus affording it an opportunity of 
discussing the investment and the form it is proposed to be made.’’^ 
Also, ill referring to public corporations in India, the joint secretary 
of the Lok Sabha Secretariat has maintained that "the loans and 
investments made by government are included in the budget of the 
State”^ On the other hand, the estimates coramittee has found that 
the aiiiiual budgets of the public enterprises, "with perhaps the solitary 
exception of DVC, are not made available to parliament.”^^ Clearly, 
Parliament is responsible for the mony lent to the undertaking and 
should have all the information relating to their working necessary to 
exercise that responsibility. The position at present, however, is that 
"the Explanatory Memoranda accompanying the Budget contain a 
statement showing the investment made in these bodies and that 
proposed to be made during the Budget year, and also contain the 
balance sheet and profit and loss accounts of some of the enterprises, 
but not For example, the Explanatory Memoranda for the 

1958-59 Budget gave accounts for 17 enterprises although the number 
of enterprises at that time exceeded 45.^^ The inadequacy of the 
budget documents on the public enterprises has found expression in 
several recommendations by the estimates committee in their 20th 
Report: 

Industrial Undertakings should prepare a performance and pro- 
gramme statement for the budget year together with the previous 
year’s statement and it should be made available to the parliament 
at the time of the annual budget. 

These bodies might also be encouraged to prepare business-type 
budgets which would be of use to parliament at the time of the 
budget discussions. 

The latest accounts and balance sheets as well as the annual reports 

'^The Constitution of India (as modified upto 1st April 1958), Articles 204(3) 
and 266 (3). 

^Asok Chanda, Indian Administration, London, George Allen & Unwin, 1958, o. 
199. ■ ■ ■ , 

^SX. Shakdher, Budgetary System in Various Countries, New Delhi: printed 
privately, 1957, p. 106. 

^^stiniates Committee, ru'en/Ze/Zz 1958, p. 13. 

3-iEstimates Committee, loc, cit., p. 13. 

^^Consult Government of India, Explanatory Memorandum ana Budget of the 
Central Government for 1958-59 {^Lsludh^foxt Parliament), Appendix to Section ill, 
pp. ii-clxxxix. 
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should be made available to parliament at the same time. 

The separate volume for each ministry and department, incorpora- 
ting the budget and portions from the explanatory memoranda 
and annual reports, should also include a separate chapter contai- 
ning the above information and documents in respect of all under- 
takings which are related to the ministry concerned. 

It would be desirable to bring out a consolidated volume containr 
ing the documents mentioned above for all the statutory bodies 
and private limited companies of government containing an appre- 
ciation of their working and their net result on the budget. 

To facilitate the understanding of all the activities of the public 
enterprises it would be desirable that they should have a common 
financial year, namely, the same as that of the government. 

These recommendations serve to underscore the fact that the 
presentation and organisation of data in connection with the Annual 
Budget of India are not conducive to informed debate on the public 
enterprises except by those few MPs who either already possess know- 
ledge on the enterprises or who have developed an appetite for detailed 
study of them. The paucity of direct references to the public enter- 
prices in the 1958-59 budget session supports this contention. For 
example, the six demands for grants in respect of the ministry of com- 
merce and industry were debated for over six hours. This ministry 
is responsible for 18 government companies, and yet, almost no men- 
tion was made of those companies. The reason is not far to seek. 
The budgets of these companies were not made available to parliamen- 
tarians. Indeed, the administrative report of the ministry of commerce 
and industry was still under print when the demands for grants were 
debated.^® One must conclude that the debate of the finances of the 
Indian public enterprises, at present, is deficient, due to lack of 
information. 

Accounts and reports are the raw materials of accountability. 
Happily, every public enterprise in India is required by law to submit 
annual reports to parliament. The government companies have 
recently been obliged to perform this function by virtue of Article 
639 { 1 ) of the Companies Act, 1956, which states: '‘The Central 
Government shall cause an annual report on the working and affairs 
of each government company to be prepared and laid before both 
Houses of parliament together with a copy of the audit report and 
comments upon, and supplement to, the audit report made by the 

3‘^Estimates Committee, loc. cit , p. 30. 

r^£o^' Sabha Debates, Vol. XIII (19 March 1958) cois. 5633-5758; cols. 
5842-5986. 

cols, 5634-5635. 
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Comptroller & Auditor-General of India”. In like manner, each 
statute establishing a public corporation of India contains a clause 
which requires that annual reports be submitted to parliament.^® An 
exhaustive survey reveals that, contrary to prevailing opinion, all the 
public corporations and all but one of the government companies are 
now forwarding annual reports or statements to parliament.^’ All 
these reports are “laid on the Table of the House” and copies, therefore, 
are available at the publications desk for scrutiny by members. Few 
reports are discussed on the floor of the House. Interested members 
may read them, though, and bring matters in connection with them 
before the House by asking parliamentary questions, by introducing 
motions and resolutions and while debating relevant bills. Quite 
recently, the reports have been placed in the parliament library 
within easy reach of even the most casual visitor.^® And yet, the ten- 
dency is still for the reports to circulate closely within governmental 
circles and eventually to gather dust in the Parliament Library. Although 
the majority of them are printed, now, they are not, in most cases, 
on public sale. If accountability by means of budget documents suffers 
because of non-availability, submission of annual reports is limited in 
effectiveness due to lack of quality. The following assessment of 
annual reports by British nationalised industries would seem to have 
universal application: 

The Board is quite consciously showing off its paces before the 
public, justifying its way in front of a highly critical audience. It 
has no intention whatever of revealing failures and inefficiencies; 
on the contrary, it is desperately anxious to cover them up. Things 
that have gone wrong are not mentioned, concealed behind vague, 
bromidic generalisations and ascribed to the impact of forces over 

^«Consult Air Corporations Act, 1953, section 37(2), Damodar Valley Corporation 
Act, 1948 [(section 45(5)]. Employees State Insurance Act,. 1948 (section 36), Agricul- 
tural Produce (Development and Warehousing) Corporation Act, 1956, section 42(4), 
Life Insurance Corporation Act, 1956 (section 29), Industrial Finance Corporation Act! 
1948 (as modified up to 1st April, 1956), section 35(3), and the Rehabilitation Finance 
Administration Act, 1948 [(section 18(2)]. The Reserve Bank of India Act, 1934 (as 
modified up to 1st November 1956) requires that reports and accounts be submitted to 
the Central Government [(section 52(2)] and they are published in the official Gazette 
weekly [(section 53(1)] and annually [(section 53(2)]; the State Bank of India Act, 1955 

requires essentially the same procedure under section 40* 

I’There is no report from the National Instruments (Private) Ltd. in the Parliament 
Library. Cf. Parmanand Prasad, Some Economic Problems of Public Enterprises in 
India, Leiden, H.E. Stenfort Kroese N.V., 1957, p. 188: “The Companies do not 
submit reports to Parliament..*.” 

iSThe reports are now on one shelf in the same room as the card catalogue. The 
Library was moved in the fall of 1958 to more spacious quarters in what was formerly 
the precinct of the Indian Supreme Court. 
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wliich the industry concerned has no control. To say this is not to 
condemn the report as worthless or the Board as hypocritical. All 
it means is that people who are attacked have a natural tendency 
to defend themselves. But it implies that one can hardly expect an 
objective appraisal of the performance of a nationalised industry 
from its annual report, and it is unreasonable to look for one. 

The reports of the ministers are easily accessible and more widely 
used by the parliamentarians. If the ministerial reports on the two air- 
lines corporations are representative examples, then this avenue of 
accountability is unusually deficient.^® For example four reports have 
essentially the same first sentence: “civil aviation in India continued to 
make steady progress during {1954--55), (1956-57), (registered good pro- 
gress during 1955-56), (maintained steady progress during 1953-54)”. 
The following uniformative paragraph in the 1957-58 Report is identical 
to one on page 25 of the Indian Airlines Corporation’s 4th Annual 
Report of the previous year: 

The I,abour Relations Committee constituted under section 41 of 
the Air Corporations Act, 1953 held eight meetings during the period 
under review. The activities of the Committee proved helpful in 
promoting better understanding between the management and 
the employees and contributed toward the solution of a number of 
problems. 

In the 1955-56 Report there is no mention of the known fact that 
the Indian Airlines Corporation lost a substantial amount of money, 
although it sets down that the Air-India International Corporation 
made a nice profit. The 1956-57 Report does not even refer to the two 
important reports done by the estimates committee on the airlines 
corporations (Nos. 41 and 43). One periodical commented : “As the 
investigations carried out by the estimates committee during the period 
under review' must be regarded as an event of vital importance to civil 
aviation in India, it is remarkable that the minister has passed this 
civil aviation report for publication with such a glaring and obvious 
omission.”^^ One final example shows gross carelessness in reporting. 


Hanson, ‘‘Report on the Reports : The Nationalised Industries, 1950-51*’, 
Public Administration, XXX, Summer, 1952, pp. 112-113. 

-t^The four reports which form the basis of this conclusion are the following: 
Ministry of Communications, JP5-#-55, Ministry of Communications, Report, 

1 955-56; Ministry of Transport and Communications, Report, 1956-57; Ministry of 
Transport and Communications, Report, 1957-58. 

'‘^'^Indian Skyways July, 1957, p. 9. 
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The following paragraph appears in the iniiiistry of transport and 
communications’ annual report 1956-57: 

Two meetings of the Facilitation Committee, a committee for simpli- 
fying procedures and formalities with a view to facilitating air 
transport, established by the Civil Aviation Department were held 
during 1956-57. Representatives of foreign airlines, the A J,L, the 
I, A.G., the Ministries^ of Communications, Finance (Revenue De- 
partment), Health and Transport and of the D.G. of C.A. partici- 
pated in these meetings. Problems relating to health, immigration 
and customs clearance were discussed at the meetings with a view 
to simplifying the procedure and eliminating avoidable formalities. 

If one merely changes the dates in the above paragraph from 
'‘1956-57 to 1957-58”, one has the ministry’s comment of this com- 
mittee for the next year. It need hardly be pointed out that at the 
time both these reports were published, the ministry of transport 
and the ministry of communications were not even in existence. They 
had been combined into a ministry of transport and communications, 
as the titles of the reports clearly indicate. The standard of reporting in 
India badly needs improvement. For the present, accountability of 
Indian public enterprises to parliament in this manner seems to be 
limited in effectiveness. 

Ill 

In the absence of suitable information being provided, the natural 
and, in many ways, commendable reaction has been that parliamenta- 
rians have actively sought information through other channels — an 
activity which tends to encroach upon the 'autonomy’ of the public 
enterprises. The question hour is a case in point. Admittedly, a real 
effort is made to disallow questions which inquire into the day-to-day 
administration of the undertakings. A recent directive from the Speaker’s 
oflSce clarifies this position : 

It is stated for the information of members that broadly speaking, 
admissibility of questions relating to statutory corporations and 
limited companies in which government have financial or control- 
ling interest is regulated generally in the following manner on the 
merits of each case: 

(/) where a question [a) relates to a matter or policy or {b) refers 
to an act or omission of an act on the part of a minister, or 
(c) raises a matter of public interest, although seemingly it may 
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pertain to a matter of day-to-day administration or an indivi- 
dual case, it is ordinarily admitted for oral answer. 

(//) A question which calls for information of statistical or des- 
criptive nature is generally admitted as unstarred. 

{Hi) Questions which clearly relate to day-to-day administration 
and tend to throw work on the ministries and the corporations 
in commensurate with the result to be obtained therefore are 
normally disallowed.^^ 

But although this sifting may take place in the secretariat, no 
such effort in this direction is being attempted on the floor of the 
House. The supplementary questions probe deeply into the administra- 
tion of the 'autonomous’ enterprises, even though the initial question 
may have been judged admissible and within the jurisdiction of the 
minister to whom it was addressed. The minister is completely within 
his right to refuse to answer supplementaries which inquire into matters 
which are the concern of the board of directors. Indeed, to answer 
such question is to accept by implication responsibility for decisions 
over which he does not have any specified control. It would not 
improve this situation if the minister were advised to parry ev^ery 
supplementary which he considered to be beyond his responsibility, 
for such a course would serve only to heighten distrust on the part of 
the members. On the other hand, it would be politically unrealistic to 
instruct members to withhold questions which infringed on the 'auto- 
nomy’ of the public enterprises. The Speaker, however, is in a position 
to intervene during question hour and disallow supplementaries of this 
nature. He should be especially vigilant in this regard. 

The actions of the financial committees of the Indian parliament 
are even more glaring proof of the tendency on the part of parliamenta- 
rians to move from their proper role of receiving reports and accounts 
to one of attempting to stimulate, guide and restrain the 'autonomous’ 
enterprises. A random example from one of the reports of the public 
accounts committee reveals this tendency. In examining the accounts 
of one government company (Indian Telephone Industries Ltd.) for the 
year 1950-51 in their Tenth Report (First Lok Sabha), the committee 
found, among other things, that about Rs. 95 lakhs of public money 
had been spent indiscriminately on stock which was not being used. 
They argued that this showed lack of proper planning and foresight and 
recommended that disciplinary action be taken against the official at 
fault. And the chairman of the estimates committee has quite proudly 

Part 11 (New Delhi: Lok Sabha Secretariat, November 18, 1958), 
pp. 1431-1432, para. 2005. The Speaker called attention to this directive during the 
course of a parliamentary question on the State Trading Corporations ; Lok Sabha 
PebaUs, Second Series, Vol. X (September 17, 1958), cols. 6837-6838. 
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admitted that “while examining the undertakings... the Committee 
made no attempt to exclude any aspect of their working from its purview 
merely on considerations of their autonomy... The following analysis 
suggests the effectiveness of the Committee: 


Analysis of the Action taken by the Government of India on the 
Recommendations contained in four Reports of the Estimates 
Committee (First Lok Sabha) on the Public Enterprises 



13th 

16th 

22nd 

27th 

Results of Inquiry 

Report 

Report 

Report 

Report 

Total No. of recommendations made 
Recommendations accepted fully 
by the government : 

50 

23 

30 

40 

No. 

20 

6 

9 

13 

Percentage of total 
Recommendations accepted by the 
government partly or with 
some modifications : 

40 

26.1 

30 

32i 

No. 

4 

7 

3 

4 

Percentage of total 
Recommendations not accepted 
by the government but replies 
in respect of which have been 
accepted by the committee : 

8 

30.4 

10 

10 

No. 

18 

— 

6 

4 

Percentage of total 
Recommendations not accepted 
by the government (including 
those which are still under con*- 
sideration by the government) : 

36 


20 

10 

No. 

8 

10 

12 

19 

Percentage of total 

16 

43.5 

40 

47 


We may conclude from the above data that over 30 per cent of 
the recommendations, of the committee on public enterprises, have 
been generally accepted by the government, that a substantial percentage 
of recommendations are not accepted, and therefore, most significantly, 
that there is real and continuous discussion and argument about the 
enterprises between the Central ministries and the estimates committee. 
The recommendations contained in the estimates committee’s 

aSBalvantray Mehta, “Public Enterprises and Parliamentary Control”, The Indian 

Journal o f Public Administration, IV April-June, 1958, p. 148. 
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reports vary between matters of general financial improvement and 
matters of detail. Two consecutive recommendations in one report tend 
to the extreme in each instance, but they serve to make the point : 

In view of the general position of the (Nahan) Foundry, no large 
capital investment should be made so long as the new items of 
manufacture are in the experimental stage. 

The rollers of the Sultan Cane Crusher should be made of a bigger 
diameter as the size of the roller directly affects the crushing 
capacity.^‘^ 

If this trend towards too much probing is not watched and res- 
trained, the effective operation of the public enterprises, which are 
generally held to be 'cruciaf by the Indian Government, will be 
jeopardised/^^ 

IV 

With parliament taking such a keen interest in certain enter- 
prises, the tendency is that decision-making is bunched in the hands of 
the minister, who retains it in order to authoriatively counter criticism. 
The heavy concentration of representatives of the ministries on the 
boards of directors in the clearest example of this situation. The failure 
to invest a large degree of autonomy in decision-making at the level 
of the board of directors defeats the very purposes for which the 
companies and corporations were designed. It is a dictum of human 
nature that men muster a defence when attacked. It is, therefore, under- 
standable that ministers are reluctant to delegate responsibility when 
they are continually criticised for failure to effect detailed policy for 
which they are assumed to be responsible. To break this vicious circle 
will require statesmanship of the highest order, not merely on the part 
of the minister but equally on the part of the parliamentarian. For 
although both may be acting honourably to perform their functions as 
completely as the situation allows, the result of over-zealous perform- 
ance of duty in this case is a concentration of decision-making at the 
top, an over-burdening of an already over- worked government and a 
neglect of the lower echelons in the administrative hierarchy who ought, 
rightly, to make the great bulk of the decisions.-*^ 

- ^Estimates Committee, Thirteenth Report (First Lok Sabha), Appendix IV, p. 42. 

siSThe term ‘cruciar in this context is present in the Second Five Year Plan, 
p.51. 

ssprofessor Paul Appleby has argued: *Tn number, at least 90 per cent of the 
decisions necessary to the conduct of a large enterprise would be made below the level 
of the Managing Director’*. See his report Re-Examination of India's Administrative 
System with Special Reference to Administration of Government* s Industrial and Com- 
mercial Enterprises, New Delhi; Cabinet Secretariat, 1956, p, 58, 
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Stepping further in this line of thought, the concentration of 
decision-making at the top results in poliferation of controls in the 
hands of the administrator and the legislator in order that each may 
strengthen its defence to carry on the "cold war' in New Delhi. This 
heightens distrust between the two, resulting in unnecessary effort to 
an unnecessary cause to which the parties concerned can ilhafford to 
devote their busy time-schedules. Perhaps most importantly, to divest 
the enterprises themselves of needed powers to carry on their business 
functions is to jeopardise dangerously their chances of success. The 
need to obtain prior permission for any action of consequence from 
persons obviously less involved in the daily functioning of specialised 
commercial and business concerns tends to paralyse business manage- 
ment attempting to succeed in a new and experimental field of business 
endeavour. The chances are that competent business personnel would 
seek employment elsewhere. India is short of this commodity. Yet 
Indian public policy demands rapid industrialisation which of necessity 
depends on a public sector to initiate key industries due to lack of 
private capital. I submit that the deficiency in the accountability 
relationship is one of the principal culprits in this malaise. 

And it should be one of the easiest to eradicate. The accountability 
devices must be improved. Implementation of the estimates committee’s 
recommendations (given above) would move smartly towards solving 
the deficiencies in the budget documents so that members might 
appreciate both what the enterprises are doing and how they are doing 
it in order to understand their problems and authorise their financial 
requirements on the basis of accurate information. Annual reports by 
both the public enterprises and the ministries concerned can be written 
more attractively, objectively and comprehensively. They must be. 

, V- 

There is a vital distinction between accountability and control 
vis-a-vis the "autonomous’ public enterprises. The term "parliamentary 
control’ is a misnomer, except in its ultimate sense. Control at this 
level is (or should be) like the blade at the top of the guillotine; it need 
not fall to be politically effective. However, parliament must be openly 
accounted to in order that it may authorise policy so that, democrati- 
cally, the minister can implement it. By properly delineating the con- 
cepts of accountability to parliament and of ministerial control, the 
tight knot which these relationships find themselves in at present might 
be loosened. In short, if the accountability to parliament is improved 
along the lines suggested, the desire on the part of members of parlia- 
ment to control will abate. Effort in this direction will also relieve the 
elements of distrust in these relationships. Distrust thrives in ignorance. 
To account properly is to inform confidently. Q 



Public Policy and Performance of 

State Public Enterprises-— A 
Comparative Study* 

G. Venkatswamy 


I N THIS article, an attempt has been made to study the State public 
sector undertakings. Many studies have been done on Central enter- 
prises by individual researchers, independent institutions and government 
bodies. But studies on State public enterprises have been conspicuous 
by their negligible number. During the quarter century of planning in 
India, public enterprises have assumed great importance in the Indian 
economy, even though the State public enterprises have not grown to 
the same extent as the Central public enterprises during the period. None- 
theless they too have recorded substantial growth. “The State Govern- 
ment undertakings are about two and half times the number of Central 
Government undertakings. The total paid-up capital investment of the 
State Governments in government companies is 1966-67 aggregated to 
Rs. 104 crores, against that of the Central Government companies 
amounting to Rs. 1,270 crores and, out of the Rs. 104 crores, Rs. 91 
crores were in 151 government companies formed by the State Govern- 
ments on their own initiative”.^ Of late, nearly 250 public undertakings 
are functioning under the various State Governments.- It has been 
estimated that by 1978, the public sector would have a cumulative in- 
vestment of about Rs. 8,300 crores against Rs. 5,200 crores in the 
private sector. In view of this, the study of these undertakings is of 
topical interest. 

The objectives of the study are to examine the policy of the govern- 
ment for setting up these enterprises at the State level; their investment, 
forms and preferences, and the relative financial performance of the 

‘From Indum Journal of Public Adminbtration, Vol. XXIV, No. 4, 1978, 
pp. 973-989. 

iRaj, K. Nigam, “The Public Sector in India— A Survey”, Ed. Vadilal Dagli, Vora 
& Co. Publications (P) Ltd., Bombay-2, 1969, p. 207. 

“Number of State enterprises in different States, see Appendix I, 
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enterprises in Andhra Pradesh, Karnataka and Kerala have been dis- 
cussed. While discussing the problems, suggestions have been made for 
the overall improvement of these enterprises. 

SCOPE AND METHODOLOGY 

The Study is confined to State public enterprises in Andhra Pradesh, 
Karnataka and Kerala, in other words, those enterprises where the 
State Governments have invested 51 per cent or more share capital and 
enterprises which are covered by the Comptroller and Auditor-General 
of India (CAG).^ The enterprises in which the State Goveniments have 
invested substantially (more than Rs. 10 lakhs) but which are not subject 
to audit by the CAG are excluded from the stiidy.'^ The enterprises 
studied are mostly organised as government compaiiies/piiblic corpora- 
tions. The departmental undertakings are excluded. 

It is not the purpose here to say in which State the enterprises are 
more efficient, because they differ in size, investment, nature and number; 
nor is it a case study of inter-enterprise comparison. In order to main- 
tain uniformity in comparison, the top ten enterprises in these States 
have been taken up. Their investment, profits, losses, are the criteria for 
comparison. As data is not within reach, other aspects like welfare mea- 
sures, township, employment, etc., have not been studied for comparison. 

PERIOD AND SOURCE OF DATA 

In contrast to Central Government undertakings for which data is 
available in official reports published every year, information on State 
Government undertakings is neither adequate nor easily accessible. This 
is a serious limitation in making a comprehensive or aggregate study of 
the scope, finances, and performance of these undertakings giving any 
such study an all-India orientation that would facilitate comparison of 
their working with Central Goveniment undertakings or even at inter- 
state level for contiguous States. 

The comparative performance of the undertakings in this article is 
for the financial year 1975-76. The reports of the CAG, the Committee 
on Public Undertakings and the annual reports of individual State 
Public enterprises of Andhra Pradesh, Karnataka and Kerala have been 


J^CAG is authorised to conduct audit under section 6!9(3)(b) of Companies Act, 
1956." ^ 
^Andhra Pradesh: "fht Vazir Sultan Tobacco Co, Ltd. (28.66); the Associated 
Cement Co. Ltd. (35.16); the Sirpur Paper Mills. Ltd. (84.86). Karnatakiv the Mysore 
Cements Ltd. (23.46); the Mysore Paper Mills Ltd. (14.50); the Tata Engineering & 
Locomotive Co. Ltd. (10.82). AVu/a: Puna lur Paper Mills Ltd. (13.27); the Travancore 
Rayons Ltd. (35.63); the Indian Aluminium Co. Ltd. (21.20); the Premier Tyres Ltd. 
(60.00); the Parry Sc Co. Ltd, (13-50); the Madura Coals Ltd. (19.97); the Apollo Tyres 
Ltd, (25.00). (Figures in the brackets are Rupees lakhs), 
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useful. Certain adjustments have had to be made to bring out uniformi- 
ty in the collection and tabulation of data. 

PUBLIC POLICY 

Viewed from the national context, the role of the State Govern- 
ments in India appears to be segmental in the total process of economic 
administration. While it is axiomatic that for various considerations the 
Central Government has a definite role to play, the legitimate place of the 
State Governments is to be rightly appreciated. While the Central 
Government has every right to indicate, formulate and even to finance 
the enterprises, their actual management and operation fall under the 
State sphere of activity. Their efficacy and efficiency are dependent 
upon the attitudes adopted by, and encouragement given to these 
enterprises by the State Governments. Therefore, it seems to be worth- 
while to go a little into the raitonale of the public sector, not as an 
apology or as a defence of it, but to understand specifically the policy 
of the government and the purpose for which these State enterprises are 
created. The rationale for setting up these enterprises goes back to the 
Industrial Policy Resolution, 1948, of the Government of India. This 
resolution clearly demarcates areas in which State undertakings will pro- 
gressively play a dominant part. This was embodied in the Industrial 
Policy Resolution of 1956 which states: 

The adoption of the socialistic pattern of society as the national 
objective, as well as the need for planned and rapid development 
require that all industries of basic and strategic importance, or in 
the nature of public utility services, should be in the public sector. 
Other industries which are essential and require investment on a 
scale which only the State, in present circumstances could provide, 
have also to be in the public sector. 


Such industries as are of strategic importance for the defence deve- 
lopment of the country, basic industries like iron and steel, heavy 
mLhine building, heavy electrical equipment, ship-building and electri- 
citv are reserved for the public sector. In certain other areas such as 
mihine tools, basic and intermediate products for chemical industries, 
fertilisers, certain non-ferrous metals like aluminium, road transport, 
etc both the public and private sectors can operate. The remaining 
field is <^enerally left to the private sector though the State would also 
narticipate, if necessary. For quite some time, there has been a 
demand for a revision of the Industrial Policy Resolution of 1956. 
The Government of India announced certain modifications in 1970 and 
1973. Tim most important change is the formation of joint-sector 
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industries, units which have been set up and managed jointly by the 
government and private industrial houses. 

Since the inception of the five year plans, repeated emphasis is given 
for expansion of public enterprises under government control and owner- 
ship. For instance, the Fourth Plan categorically asserts that the public 
sector is to have the commanding heights in the production and dis- 
tribution of basic and consumer goods. Similarly, the draft Sixth Plan 
(1978-83) has emphasised that public sector operations shoiild steer the 
distribution of essential commodities, infrastructure facilities and social 
services in favour of low income consumers. 

Now the spectrum of public sector undertakings covers almost all 
sectors of the economy, f.e., agriculture, commerce and iiidiistry, finance 
and banking, education and research, public utilities and cultural and 
social affairs. 

The policy of the Government of India vis-a-vis the objectives and 
goals of the public sector sought to be achieved are : (/) to provide the 
infrastructure for promoting a balanced and diversified economic 
growth; (n) to promote self-reliance in strategic areas; (ffi) to reduce 
regional imbalances; (/v) to prevent concentration of economic power 
in the hands of few individuals;(i') to increase employment opportunities; 
(w) to help the economically weaker sections of society to achieve a 
high standard of living, (vii) to generate surpluses for reinvestment 
by the State to accelerate development; (viif) to implement social con- 
trol of trade or industry where government considers this to be essential 
for ensuring equitable distribution or the general well-being; and (x) to 
serve other socio-economic needs as may arise from time to time. 

As far as the setting up of State Government enterprises is con- 
cerned, there is neither a separate policy as in the case of Central 
enterprises, nor a separate Act (like the Public Enterprises Act) for the 
purpose. It is true that the State Government have followed the 
policy of the Central Government in setting up State enterprises. Now 
the time has come to rethink about the organisation, expansion and 
areas of operation for State Government enterprises in view of the 
increasing number and extension of these enterprises and in view of the 
Janata Government’s announced policy of rural developinent. 

IN VESTMENT,. FORMS AND REFERENCE 

1 .gives an' idea of the investment made in the top ten , .enter-, 
prises in the three States. Andhra Pradesh tops the list with an invest- 
ment of Rs. 570 crores followed by Karnataka and Kerala with Rs. 557 
crores and Rs. 335 crores, respectively. Taking individual enterprise 
investment, the Andhra Pradesh State Electricity Board leads followed 
by the Kerala State Electricity Board- and the Mysore Power Corpora- 
tion Ltd. 
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Ar.B. A.P. Industrial Development Corporation stands fifth with an investment of Rs. 990.30 lakhs at the end of 1974, if subsidiaries are 
included. 

•For the year 1974-75. 
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Table 2 shows that there are 151 State public sector undertakings in 
the three States together as of March 1976. There are 126 companies, 13 
departmental undertakings and 12 public corporations. As per informa- 
tion available, in the number of enterprises, Kerala (62) comes first, 
followed by Karnataka (46) and Andhra Pradesh (43). There are 58 
companies in Kerala, 37 in Karnataka and 31 in Andhra Pradesh. There 
are four public corporations/boards in each State. Mostly, they are orga- 
nised as public utility concerns and/or financial corporations. The num- 
ber of departmental undertakings are 8 in Andhra Pradesh and 5 in Kar- 
nataka, This information is not available for Kerala. Of the departmen- 
tally run enterprises, and Government Text Book Press, the Life 
Insurance Department and the Government Distilleries in Andhra 
Pradesh and the Government Electric Factory, Government Sandal 
Oil Factory in Karnataka are prominent examples. 


Table 2 FORMS OF STATE PUBLIC ENTERPRISES IN ANDHRA 
PRADESH. KARNATAKA AND KERALA 


State 

Departmental 

Undertakings 

Government 

Companies 

Corporations! 

Boards 

Total 

Andhra Pradesh 

8 

31 

4 

43 



( 10 ) 



Karnataka 

5 

37 

4 

46 



( 10 ) 



Kerala 

not 

58 

4 

62 


available 

( 8 ) 



Total 

13 

126 

( 28 ) 

12 

15i 


Note: Figures in bracket are subsidiary companies. 


Further, the table shows that most of the State public enterprises 
in the three States are joint stock companies. In these States, besides 
departmeiitally run enterprises, company and corporation forms of pub- 
lic enterprises are also important.^ As pointed out earlier the biggest 
public sector undertakings—- from the view pointofemploymentof re- 
, sources in men ' and money— are the AP State Electricity Board in 
Andhra .Pradesh, the,, Mysore . Power Corporation Ltd. , in Karnataka 
and the Kerala State Electricity Board in .Kerala. It may be noted that 
government company form is the dommant and popular form of or- 
ganisation in State public enterprises. In '.the . three: ^.States. This is in 

^For details see author’s “Profile of ..Public Enterprises In .Audhra Pradesh’*, Indian 
Journal of Commerce^ ' 
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conformity with the general pattern and preference for company form 
adopted at the central level and it is perhaps influenced by the central 
public enterprise pattern. 

It may be noted that the word ‘corporation’ may give a deceptive 
look of a statutory corporation to a joint stock company. The AP 
Industrial Development Corp., the Karnataka Agro-Industries Corpn., 
the Kerala State Electronics Development Corpn. are, for example, 
companies registered under the Companies Act. Further, all the statu- 
tory corporations do not use, the word ‘corporation’ as part of their 
name. For example. Air India and Indian Airlines have dropped this 
word which once formed part of their names, and in Oil & Natural Gas 
Commission, this term has been replaced by ‘Commission’. 

PERFORMANCE 

There are some enterprises which declared dividend in the finan- 
cial year 1975-76. In Karnataka out of the 18 companies which made 
profit during the year, five (including two subsidiaries) declared dividend 
amounting to Rs. 72.42 lakhs representing 8.9 per cent of their aggre- 
gate paid-up capital of Rs. 867.88 lakhs. Those which declared 
dividend are the Hutti Gold Mines Company Ltd., the NGEF Ltd., the 
Mysore Minerals Ltd., the Mysore Sales International Ltd., and the 
Marketing Consultants and Agencies Ltd. The dividend amount dec- 
lared was between Rs. 0.06 to Rs. 60.00 lakhs. Similarly, in Kerala 
out of 18 companies (excluding 5 subsidiaries) which earned profit total- 
ling Rs. 234.28 lakhs, 4 declared dividend of Rs. 39.92 lakhs. These are: 
the Kerala State Financial Enterprises Ltd., the Kerala Urban Develop- 
ment Finance Corporation Ltd., the Kerala State Drugs and Pharmaceu- 
ticals Ltd. and the Transformers and Electricals, Kerala, Ltd. The 
dividend amount varied between Rs. 0.37 lakhs to Rs. 1.80 lakhs. In 
Andhra Pradesh, as per information available in the CAG report, though 
some enterprises made profit, no enterprise declared dividend during the 
year under study. 

Table 3 gives the total profit made by the top ten individual under- 
takings in each State. The total profit during the year under study 
(1975-76) was Rs. 15.87 crores in Karnataka, Rs. 12.22 crores in Andhra 
Pradesh and Rs. 3.43 crores in Kerala. The percentage of profit on 
capital employed in individual enterprises was the highest in the Nizam 
Sugar Factory (19.2 per cent) followed by the Republic Forge Co. 
(18.3 per cent) and the Indo-Nippon Precision Bearing Ltd. (14.9 per 
cent) in Andhra Pradesh; the Mysore Minerals and Metals Ltd. (88 per 
cent) followed by the Hutti Gold Mines Co. Ltd. (25.3 per cent) and 
the NGEF Ltd. (25.2 per cent) in Karnataka; the Kerala Financial 
Enterprises (30.3 per cent) followed by the Kerala Minerals and Metals 
Corpn. Ltd. (18.2 per cent) and the Kerala State Small Industries 
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^Return on capita! employed. CE represents net fixed assets (excluding capital works-in-progress) plus or minus working capital. 
-Return on capital invested, O represents paid-up capital plus long-term loans plus free reserves at the close of the year. 
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Corpn. Ltd. (15.2 per cent). Further, the return on capital invested 
varied between 5 per cent to 7 per cent in Andhra Pradesh, 4 per 
cent to 53 per cent in Karnataka and 2 per cent to 30 per cent in 
Kerala. On the whole, the profit position is not remarkable though some 
enterprises did fairly well. The combined details of the financial perfor- 
niance of all the companies/corporations in the three States can be had 
from Table 4. 

There were many enterprises which incurred loss during 1975-76 in 
the three States (Table 5). Taking the top ten losing enterprises, the total 
loss was Rs. 14.33 crores in the three States together. Units in Kerala 
were losing heavily compared to the other two States --to the extent of 
Rs. 9 crores, followed by Karnataka (Rs. 4.4 crores) and Andhra Pradesh 
(Rs. 1.1 crores). The individual units responsible for a major portion of 
the loss (to the total loss) are the Kerala State Road Transport Corpn. 
(Rs. 417 lakhs), the Travancore Cochin Chemicals Ltd. (Rs. 134 lakhs), 
the Kerala Fisheries Corpn, Ltd. (Rs. 77 lakhs) in Kerala; the Karnataka 
Agro-Industries Corpn. Ltd. (Rs. 141 lakhs), the Karnataka State Road 
Transport Corpn. (Rs. 130 lakhs) and tlie Radio Electricals Manufactur- 
ing Co. Ltd. (Rs. 68 lakhs) in Karnataka; the AP State Construction 
Corpn. Ltd. (Rs. 50 lakhs), the AF State Agro-Industries Corpn. Ltd. 
(Rs. 37 lakhs) and the AF Steels Ltd. (Rs. 14 lakhs) in Andhra Pradesh. 
If we take all the undertakings into account, there were 47 enterprises 
(49 per cent) which incurred an aggregate loss to the extent of Rs. 15 
crores ill the three States. From the point of view of the number of 
enterprises which incurred loss, it was more in Kerala (22) followed by 
Karnataka (16) and Andhra Pradesh (9). Further, the number of com- 
panies which incurred loss was 45 (including 13 subsidiaries) to the 
extent of Rs. 9 crores. 

Regarding corporations/boards, no undertaking incurred loss in the 
year under study (1975-76) in Andhra Pradesh, but two corporations, 
namely, the Karnataka State Road Transport Corpn. (Rs. 130 lakhs) 
and the Kerala State Road Transport Corpn. (Rs. 416 lakhs) put toge- 
ther incurred a total loss of Rs. 5 crores. There is a need for a study 
of one cause for the losses, if not all, a few important causes have been 
analysed and explained below- 

Public sector undertakings play an important role in achieving the 
national objective of economic and social development by balanced 
regional growth. These units also contribute substantially to the State’s 
economy in which they are located. by .-creating employment opportuni- 
ties, developing infrastructural facilities like power, roads and setting up 
of social amenities like housing, hospitals, dairies, schools, recreation 
centres, etc. Though a precise -estimate of these benefits is difficult to 
arrive at, one cannot deny that public sector undertakings contribute 
significantly to the social welfare of the people of different regions. 
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Apart from tliiSs most of the State public undertakings have been 
recently set up and some of them are .yet to start production. The AP 
State Irrigation Development Corpn. Ltd. (September 1974), the AP 
Technical Industrial Estate (P) Ltd. (March. 1975), the AP Refractories 
Ltd. (March, 1975), the AP Rayons Ltd. (March 1975) , in Andhra' 
Pradesh, the Karnataka Fisheries Development Corpn. Ltd. (October 
1970), the Karnataka State Forest industries Corpn. 'Ltd. (March, 1973), 
the Karnataka Agro-Coni Products Ltd. (April 1973) in Karnataka and 
the State Farming Corpn. of Kerala Ltd. (April 1972) and the Kerala 
Land Developmeat Corpn. Ltd. (December 1972) in Kerala illustrate 
this point. 

However, public enterprises have been under constant attack in the 
press, private industry, in parliament and legislatures. A leading indus- 
trialist recently commeiited: ‘‘Public sector undertakings must give 
adequate return on their investments. The government and politicians 
harm the common man's interest when they want to support and sustain 
public sector enterprises more on tlieir ideological basis than for re- 
munerative operations. It hurts the common man’s interest because 
not only he pays for tlieir failure but he becomes the victim of ever in- 
creasing taxation and inflation.”^h The spokesmen for the government 
and public sector undertakings on the other hand argue that “Public 
sector undertakings are, no doubt, enjoined to observe business and 
commercial principles, but it is obvious that profit motive cannot be the 
overriding factor in their case as it is in private enterprise. For example, 
in matter such as state trading, location of projects in backward regions 
or operation of domestic air service on uneconomic routes, public interest 
rather than profit motive is the deciding factor. Unlike the private 
sector where profit is the motive force, the main objective in the public 
sector ought to be public good. Besides promoting and siistainiog econo - 
miic growth, public enterprises should strive to supply the coniiiiiinity, 
products and services of standard quality and at reasonable prices.”'^ By 
itself it sliouid be educative ;to learn how capital expenditure decisions*^ 
are made for public sector undertakings in accommodating both the 
commercial and social objectives. 

PROBLEMS AND SUGGESTIONS 

The problems of these enterprises are manifold. They are, the lack 
of the objective of profitability, the absence of feasibility studies, impro- 
per investment policy, delay in commissioning .and' .implementation, of 

®S.L. Kirloskar as reported in Economic Bombay, February 26, 1970. 

’^ARC Report cited in Public Sector— Frofit..-;v.s 'Social Objectives’, Economic Times, 
February II, 1970. 

®For details see, Raj, Dynamics-of Capital Budgeting Decisions of Public 

Enterprises in India— A Conceptual Framework, Boston,' ! 972 (mimeographed). 
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production programmes, over capitalisation, high cost of production 
and poor costing system, under utilisation of capacity, excessive inven- 
tories, surplus sta:ff in some enterprises, shortage of financial resources, 
high interest charges and depreciation, inadequate demand for the pro- 
ducts in the market and competition from unorganised units, labour 
troubles, uneconomic selling prices, power failures, drought conditions 
and local disturbances.^ 

There is no proper machinery to study the v/orking of these under- 
takings when they are growing rapidly, both in terms of number and 
investment. It would not be improper to quote the Andhra Pradesh 
Committee on Public Undertakings: '‘The entire State sector would 
suffer if there is no machinery to review the working of the public sector 
imdertakiiigs constantly”. The Committee feels. that "mere enlargement 
of nationalisation programme will not in any way help unless adequate 
steps are taken by government to create machinery comprising different 
types of expertise required— technical, financial — for review and analysis 
of all aspects of working of public sector undertakings, for critically 
studying new investment proposals, etc., thus ensuring the government 
to take adequate steps for their proper functioning.”^® The CPU of 
Karnataka is also of the same opinion. 

The State Governments have a large financial stake in the public 
sector undertakings. In view of their rapid expansion, the investment 
in these undertakings w^ould go up in the future years. It is, therefore, 
necessary to review the working of these undertakings at various stages— 
both in construction and production stages. For conducting such re- 
views, a small body consisting of technical experts like production 
engineers, management experts, financial experts, etc., should be employ- 
ed. The Andhra Pradesh CPU^^ has also recommended that the setting 
up of a small body consisting of persons well versed in the appropriate 
technical and financial disciplines: (/) to scrutinise the feasibility reports, 
the project reports, and the proposals for starting new projects; {if) 
where a project is under construction, to keep a close watch over the 
progress of construction both with reference to timelimit and financial 
target, (///) to obtain and review periodical progress reports from the 
undertakings regarding their working with a view to ensuring the utilisa- 
tion of tile optimum capacity, fulfilment of targets, etc.; [iv) to conduct 
studies in depth of each imdertaking with a view to identifying weak 
spots and advising the State Government about steps to be taken to 
remedy the defects; and (r) finally, to present a consolidated report to 
the legislature every year bringing out in a compact form the activities 

®For detailed explanation see author’s dissertation on Working of State Public 
Enterprises in Andhra Pradesh, Osmania University, Hyderabad, 1977. 

i^CPU Report (Fifth Legislative Assembly), 1972-73, Andhra Pradesh, p. 9, 

p, 10. 
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and results of the functioning of the undertakings during the year under 
report, the areas of weakness noticed, remedial steps taken, etc. 

The ultimate owners of public sector undertakings are the public at 
large. They are not aware of the objectives or the organisational goals, 
if any, of the State public enterprises. Time has come to spell out a 
uniform and rational financial policy— such as the rate of return, by the 
Central Government either for all the State public enterprises or for 
diflTerent classes of enterprises, taking into account their different social 
objectives, gestation periods, nature and size of the enterprises, etc., so 
that the managers will have a goal to work for. Secondly, reviewers 
will have a norm to judge by. Thirdly, consumers will be in a position 
to judge individual, sectoral and enterprise performances keeping in 
view their own as well as the nation’s interests. 

The capital structure of most of the State enterprises is not favour- 
able. The debt-equity ratio in State enterprises in Andhra PradesV^ 
varied considerably between 10.5:1 and 0.02:1. Similarly, it varied bet- 
ween 8.0:1 and 1:1 in Karnataka enterprises.^® It is not clear as to why 
these wide variations from the accepted norm of 1 : 1 have been existing 
in these enterprises. It is necessary that whenever a departure from the 
accepted norm of 1 ;1 is to be allowed, the State Government should 
examine the debt-equity ratio of each to ensure that there is proper justi- 
fication for it. 

One problem faced by many State enterprises is frequent change of 
top level management. For instance, in the Mysore Iron & Steel Ltd. 
there were three managing directors between June 1970 and June 1972, 
in the Mysore State Agro-Industries Corpn. there were three chairmen 
between May 1971 and June 1972, in the Mysore State Urban Develop- 
ment Gorpn. Ltd. there were three chairmen and three managing direc- 
tors between December 1 970 and 1 972. Similarly, in the AP Agro- 
Industries Corpn. Ltd., there were two managing directors between 
June 15, 1971 and June 28, 1971. The Karnataka GPU was distressed 
to note such frequent changes which are not conducive to efficient mana- 
gement. It is absolutely necessary that certain continuity at top 
management should be ensured in the interest of efficient administration 
of the State undertakings. 

The appointment of part-time official nominees to the boards of 
State public enterprises is deplorable. The ARC has suggested that the 
persons nominated to the boards should not have to serve more than 2 
or 3 boards because they should not be over-burdened and as it be- 
comes difficult then to play a useful role in the board meetings. It is, 
however, seen that in some cases an officer is nominated to as many as 

r^See author’s dissertation on Working of State Public Enterprises in Andhra 
Pradesh, Osmania University, Hyderabad, 1977, p. II6. 

l^UPU Report. Mysore Legislature Secretariat, Bangalore, 1972-73, p. 101, 
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18 companies.^^ For instance, the chairman and managing director of 
the Mysore State Industrial Investment Development Corpn. was no- 
minated to the chairmanship of 8 other companies and as director for 
9 other companies between 1966 and 1972. The Director of Industries 
and Commerce was nominated to the directorship of 12 boards in addi- 
tion to the membership of the Bangalore Water Supply and Sewerage 
Board between February 1969 and May 1973. The Commissioner for 
Industries and Secretary to Government, Commerce and Industries 
Department, was nominated to the chairmanship of 2 companies and 
directorship of 10 other companies between April 1971 and November 
1972. 

The Secretary, MIISDC is serving on the board of 13 companies. 
The Joint Secretary to Government, Finance Department, was nominated 
to the directorship of 4 companies in addition to the membership of 
Bangalore Turf Club and Mysore State Road Transport Corpn. There 
are a number of enterprises where MLAs and MPs representing on the 
boards. For instance, the Mysore State Fisheries Development Corpn. 
Ltd., the Mysore State Urban Development Corpn. Ltd., the Mysore 
Agro-Industries Corpn. Ltd., the Radio and Electricals Manufacturing 
Company Ltd. in Karnataka, the AP State Agro-Industries Corpn, Ltd., 
the AP Small Scale Industrial Development Corpn. Ltd., the AP State 
Road Transport Corpn., the AP Refractories Ltd., the AP Raynons Ltd. 
in Andhra Pradesh, the Kerala Agro-Industries Corpn. Ltd., the Planta- 
tion Corpn. of Kerala Ltd. in Kerala are some examples to make the 
point. 

Sometimes the personal interests of political leaders are responsible 
for such irregularities and disorderliness in appointing top personnel of 
public enterprises in Karnataka. For instance, ‘The plethora of nomi- 
nated chairmen, directors or members of a long list of corporations sub- 
served the Chief Minister for personal political ends and helped him to 
consolidate his influence in the face of frequent challenges to his leader- 
ship. Further the former (sic) Chief Minister had appointed 77 party 
MLAs as members of land tribunals and another batch of 47 MLAs as 
non-official chairmen of corporations and other statutory bodies”.^® 
Therefore, there is need for examining the representation of MPs/MLAs 
on the boards of State enterprises in different States. The example set by 
the Government of India in regard to this has to be followed rigorously. 

A recent study of industrial potentialities in Andhra Pradesh by 
IDBI and others, has rightly pointed out that “all of these (development 
undertakings) seem to be ailing and handicapped in varying degrees. The 
main handicap would seem to be the fact that they lack continuity and 

r^CPU Mysore Legislature (Fifth Legislature), Bangalore, 1972-73, pp. 25-26, 

i'''^Dismanliing Power Base, The Hindu, 4, 1978. 



304 Public Enterprises 


professionalism in maiiagemeiit.’'^^' This situation is more or less the 
same with only a degree of difference in all these three States. Therefore, 
it is necessary to implement the recommendation of the .ARC and it 
should be, ensured that the selection of personsT'o be no,miiiated to the 
board.s. of State public sector undertakings should be on the basis of 
ability, experience and administrative competence, and withoiit' any 
conflict of interests. A person selected on the board shoiikl identify 
himself with the interests of the undertaking. 

. Like the Central Cjoveniment undertakings, the profit position of 
StatC' enterprises is still not very satisfactory. The problem of State 
enterprises, however, is easier as compared to that of the Centra! Govern- 
ment enterprises where a complex set of factors have adversely affected 
the results. If a few. vital posts like the chief executive,' t.he financial 
officers, the marketing and personnel managers, etc., are filled by com- 
petent people, recruited from the open national market, if objectives— 
social, economical and financial— of the enterprises are defined, if a 
continuous system of evaluation of performance in relation to objectives 
is carried out, the burden of government depiitatioiiists lessened, cost 
consciousness among the executives created, healthy industrial rela- 
tions within and outside the enterprises promotedy through participative 
methods, most of the State public enterprises can easily turn the corner. 
In fact, afew of them have already turned the corner by paying attention 
to these requirements. Q 


3<5Industfial Potential Survey— Andhra Pradesh, Report of a Study Team sponsored 
by IDBI and other Institutions, 1974, p. 39, 
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Appendix I 

NUMBER OF STATE PUBLIC ENTERPRISES IN 
DIFFERENT STATES, 1975 


State 

Number of 
Undertakings 

Rafik 

Andhra Pradesh 

39 

2 

Assam 

20 

6 

Bihar 

14 

10 

Gujarat 

12 

11 

Haryana 

10 

13 

Himachal Pradesh 

7 

17 

Jammu & Kashmir 

9 

16 

Karnataka 

34 

3 

Kerala 

32 

4 

Maharashtra 

28 

5 

Madhya Pradesh 

9 

15 

Meghalaya 

1 

20 

Manipur 

2 

18 

Nagaland 

1 

19 

Orissa 

44 

1 

Punjab 

15 

9 

Rajasthan 

16 

7 

Tamil Nadu 

10 

12 

Uttar Pradesh 

16 

8 

West Bengal 

10 

14 


Source; Public Enterprises in India, Ed. Ziauddin Khan and Arora, New Delhi, 
1975 , 



Public Corporations in 
Bangladesh: An Assessment of 
Their Administrative Aspects"’ 

Habib Mohammad Zafaru//ah 


T he YEAR 1971 left Bangladesh with a war-torn economy. The iii- 
diistrial sector, in particular, presented a dismal look with nearly 
all activities coming to a standstill: The Pakistani entrepreneurs and 
managers, who so long controlled the industrial machinery, left the 
country, creating a vacuum in all branches of the sector. 

The government of the new state was faced with the task of restor- 
ing the industries by taking over the responsibility of directing and con- 
trolling the public sector as well as the abandoned industrial units for 
‘"operational efficiency and managerial effectiveness”. A presidential 
order brought the control and management of certam industrial and 
commercial concerns into the hands of the government. This was follow- 
ed by large scale nationalisation of the industrial sector^ and the esta- 
blishment of public corporations for coordinating and overseeing the 
operation of industrial enterprises. The nationalisation policy was desig- 
ned to make an optimum use of all available factors of production and 
to ensure distributive justice in society as far as profit or economic 
surpluses are concerned. Consequently, eleven sector corporations^ were 
created and the different industrial or commercial units placed iiiider 
them. Later, reorganisation of the administrative machinery broiight 

♦From Indian Journal of Public Aclministratmt, VoL XXIV, Mo. 4, 1978, 
■pp. 990-98. 

^Mationalisation brought 85 per cent of the assets of the industrial sector under 
government control. See, Government of Bangladesh, The Bangladesh Industrial 
Enterprises {Naiionalisati n Ordei\ \^T2* 

^These corporations were: The Jute Industries Corporation, the Cotton Mills 
Corporation, the Sugar Mills Corporation, the Steel Mills Corporation, the Paper and 
Board Corporation, the Fertiliser, Chemical and Pharmaceutical Corporation, the 
Engineering and Shipbuilding Corporation, the Minerals, Oil and Gas Corporation, 
the Food and Allied Industries Corporation, the Forest Product Corporation and the 
Tanneries Corporation. 
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down their number to six.® 

The purpose of this paper is to make an appraisal of the managerial 
aspects of the industrial corporations in Bangladesh and to identify the 
constraints in the operation of the enterprises under them. 

GENERAL FEATURES 

Industrial corporations in Bangladesh operate as national under- 
takings on a commercial and economic basis and are designed to meet 
the demands of the people efficiently and economically. These corpora- 
tions have been established by executive orders rather than by Acts of 
Parliament and are defined by law to be body corporates having per- 
petual succession and each having a common seal with power to hold or 
dispose of property. 

These corporations are wholly owned by the government. The cor- 
porations as the major (and in some cases, the only) shareholders of the 
individual enterprises, guide and assist them in the achievement of the 
objectives of the industry within the guidelines of the government’s 
policy, their functions being confined to supervision and coordination of 
the operating industrial units. The government sets the overall policies 
and objectives for the industrial undertakings and provides the environ- 
ment in which these can be achieved. The operating enterprises, as set 
forth in the official guidelines, are to act with the maximum commercial 
autonomy to achieve individually their share of the recpired contribu- 
tion of the sector.^ On paper these are the defined roles of the govern- 
ment, corporations and the operating enterprises. In practice, however, 
they do not fit into their roles in the right perspective. The relationship 
between the ministry of industries as the policy maker and the corpora- 
tions as the regulating agency for the operating enterprises has not been 
delineated in adequate detail. The outcome has been procrastination in 
decision-making, difficulties in specifying responsibilities and hindrances 
in the way of initiating action.® This has led to high-handedness of the 

^The Food and Allied Industries Corporation was merged with the Sugar Mills 
Corporation; the Paper and Board Corporation, the Tanneries Corporation at the 
Fertiliser, Chemical and Pharmaceutical Corporation merged into one corporation 
named the Chemical Industries Corporation: the Steel Mills Corporation and the 
Engineering and Shipbuilding Corporation merged into the Steel and Engineering 
Corporation; and the Jute Industries Corporation and the Cotton Mills Corporation 
were renamed as the Jute Mills Corporation and the Textile Mills Corporation, respec- 
tively. See, CENTAS Bulletin^ Vol 1, No. 2 (February, 1976), Center for Administra- 
tive Studies, Dacca, pp, 7-8. 

'^Government of Bangladesh, Cabinet Secretariat, Guidelines on the Relationship 
Between Govenmwnt and Autonomous Bodies' Corporations and the Autonomous Bodies' 
Corporations and Enterprises under them (May, 1976). The terms enterprises, operating 
units, industrial undertakings and companies are used here interchangeably. 

^Government of Bangladesh, Planning Commission, The First Five Year Plait 
1975-7^, p. 25 L 
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controlling bureaucrats in the ministry in the affairs of the corporations 
and the operating enterprises. 

The corporations have manifested certain features that have had a 
negative effect on the performance of the operating units. Lack of 
trained managers, financial and labour problems, inadequate planning 
and lack of management guidelines, undue interference by the govern- 
ment in the affairs of the corporations, and the lack of uniform person- 
nel policies and working procedures have contributed to low level per- 
formance. And, as the authors of the country’s first five year plan 
pointed out: 

Production targets, efficiency levels, cash surplus generation and 
other defined objectives should be spelt out for the corporations and 
by the corporations for the enterprises. Absence of precise targets 
makes it difficult to evaluate performance, motivate workers and 
identify and correct lapses/ 

THE DIRECTING STAFF 

The general direction and administration of the affairs of an indus- 
trial corporation in Bangladesh is vested in the chairman, the directors 
and the secretary. Together they constitute both the board of directors 
and the top operating executive group of the corporation. This board is 
not independent of government control and superintendence. In the dis- 
charge of its functions it is "'guided’ by the government. Policy-making, 
approval of the budget, appointment of the auditors, reviewing of audit 
reports and performance evaluation of the corporation are in the hands 
of the relevant ministry. Even the appointment of the directors is made 
by the government and their services regulated by the terms and con- 
ditions as determined by the appointing authority. The board of direc- 
tors decides the commercial or promotional policies of the corporation 
but these also must be consistent with the policies and directives issued 
by the government. In deciding operational matters it has to consider 
the commercial worth and economic viability. 

The chairman and the directors of a corporation have taken on an 
incredible range of responsibilities, their activities falling into four cate- 
gories. First, as directors of the corporatiGii they are responsible for 
general management, planning and ensuring policy implementation.^ In 
this capacity they guide the corporation's investment programme, 
manage its financial resources and administer the disinvestment of the 
corporation’s industrial undertaktags to the private sector. 

^Government of Bangladesh, Planning Commission, op, cit, 

^Regulations provide for the establishment of a planning, research and evaluation 
cell to aid the directors. The functions of this cell would be to prepare the annual 
development programmes and compile performance reports. Gmkiines, 
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111 their second capacity, the directors serve, individually or collec- 
tively, as members of the board of directors of the operating enterprises. 
In this capacity they take on the responsibility for the efficient and pro- 
fitable operation of these enterprises. 

Thirdly, the chairman and directors assume responsibility for the 
planning and construction of the proposed or on-going projects. They 
supervise the physical progress and monitor their expenses. 

In their fourth capacity the directors serve as the de facto chief 
executive officers of the operating units. Practically all operating deci- 
sions of real importance are referred to them. Many decisions of minor 
importance are also made by them, while some major ones are even 
referred to the ministry. For example, no officer may be transferred 
from one project to another, even in the interest of the corporation, 
without the approval of the ministry. 

The directors are thus continually engaged in a wide variety activities 
of ranging in magnitude from the planning of multimillion taka projects 
to the approval of Tk. 250 appointments. 

THE DIVISIONS 

The line, or the industrial division, has an ambiguous position that 
has never been defined. Their senior executive officers do not act as 
chief executives of the operating units. One reason is that the staff 
divisions, which have extensive activities in these enterprises, do not 
report to them, but to the directors. To further confuse the lines of 
authority, the staft' divisions and industrial divisions report to different 
directors. The industrial divisions must therefore rely on agreement 
among the directors for the final decisions in conflicts involving matters 
such as accounting, purchase, or construction. In line operating matters 
their authority does not significantly exceed that of the general managers 
of the companies, i.e., the enterprises. For these reasons, and partly 
from an mdoced habit of dependence, the senior executive officers of 
the divisions bring most of their problems to the directors for resolution. 
Decisions seem eitlier to get made at the companies or to be carried all 
the way to the directors. 

Together the staff' divisions perform for the operating companies 
many of the services that in a non-corporation owned company would 
be performed by the company’s own stalT reporting to its chief executive 
officer. Thus tlie purchase division determines purchase procedures, 
buys all maclnnery and machine tools involving foreign exchange, and 
purchases most items for use by more than one project. 

The accounts division establishes the company’s accounting systems, 
determines the forms, documents and statements to be used, exercises 
control over cash credits and sales accounts of the companies and exer- 
cises technical, but not administrative, control over the company’s chief 
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accounting officer. The accounts division requires the submission of 
monthly financia! statement (P & L and balance sheets) from the com- 
panies. 

The secretariat deserves special mention. This division holds a firm 
grip on personnel management throughout the corporations. Its control 
extends not only throughout the head office establishments, but also into 
every project and company. In matters of staffing patterns (/.<?., employee 
and officer ‘set up'), salaries and wages, labour relations, hiring of 
officers above the very lowest levels, officers, transfers, promotions and 
special increases, and personnel policies and service rules, the secretariat 
has authority exceeding not only that of general managers of the com- 
pany but also that of the senior executives of the divisions. Every project 
and company must refer these matters to the secretariat for decision or 
approval. In addition to personnel matters, the secretary, through his 
role as actual executor of the chairman’s decisions, exercises consider- 
able influence over corporate affairs. 

The relationship between the general managers, senior executive 
officers and directors, as described here, is generalised and, of necessity, 
over-simplified. There is, of course, no single pattern of relationship. 
Much depends upon the individuals involved, on their experience, their 
personalities, and their sense of security in their positions. In most 
cases, the general managers seem to lean heavily on the senior executives; 
in a few cases, however, they seem virtually to ignore them. One or two 
of the senior executives appear to take strong and independent action. 
Others seem to cling to the directors. The explanation of these different 
patterns of behaviour is intricate and not within the scope of this paper. 
It is sufficient to know that the organisation structure of an industrial 
corporation in Bangladesh is such as to induce the general pattern of 
relationships described here. 

THE OPERATING ENTERPRISES/COMPANIES 

The number of enterprises or companies under the different cor- 
porations is enormous. This has resulted in a heavy management burden 
that already taxes the managerial capacity of the corporation almost to 
the breaking point. These enterprises, making a variety of producer's 
and consumer’s goods, are managed by a management, 'enterprise board. 
This is supposed to be the highest policy-making body at the enterprise 
level. Governmental regulations provide for a chief executive (usually 
a general manager), a corporation appointee, and a workers’ representa- 
tive in the board. The chief executive’s major responsibilities are to 
ensure the proper implementation of the policies of the board and keep 
the corporation informed about his enterprise. The corporation appointee 
serves as the vital link between the corporation and the enterprise. He 
provides overall guidance to the enterprise board and makes certain that 
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the policies of the enterprise are in keeping with the objectives of the 
corporation. The workers' representative is to be selected according to 
rules. All enterprises do not strictly adhere to having such a representa- 
tive. Some even do not have a corporation appointee. 

Each company is operated by a general manager, in residence at 
the works, assisted by a corps of administrative and technical officers; 
the senior among them are appointed by the corporation head office. 
The senior officers are, with fev/ exceptions, permanent corporation 
employees assigned to the company, rather than truly members of the 
company itself. 

These companies have, in fact, no chief executive officer, and no 
single point at which the authority and responsibility for their operations 
converge. Authority and responsibility are scattered among the general 
manager, the corporation directors, and the staff and line divisions at 
the head office. The chief executive officer of an industrial company is 
normally charged with the responsibility to utilise fully the plant and 
equipment entrusted to him, to produce quality goods at low cost, and 
to sell them at a price that will maximise returns on the company’s 
investment. Obviously, the general managers of the industrial corpora- 
tions in Bangladesh cannot be so charged, because many of the decisions 
necessary to achieve these goals are made by others. The nature and 
composition of the company’s capital investment are decided prior to 
their involvement. Not being a member of the board of directors of 
their companies in most cases, the general managers are not a direct 
party to policy decisions. In many cases the purchase of raw materials 
is either made by the head office^, (jute, for example), or the price is 
controlled (cane and cotton, for example), or it is brought in from 
abroad at a price over which the general managers have no influence 
(pig iron, for example). Sales and/or selling price (c.g., jute goods, 
sugar, molasses, cement) are frequently beyond their controkh Senior 
officers are posted to their companies by the head office of the corpora- 
tion, frequently without their prior consultation or consent, following a 
staffing pattern f officer set-up’) usually developed by the head office, 
and which is frequently excessive. Being corporation personnel, that is, 

SThc corporations would be concerned in advising the government in determining 
the pricing and procurement policies. Subject to foreign currency control procedures, 
purchase invoice control and invoice payments should be carried out at the enterprise 
level. Bulk purchase, purchase of the same item required for more than one 
enterprise or of an item of a very high value, may be made centrally at the corporation 
level. Guidelines. 

^Corporations have the authority to flx prices of goods and services produced 
by Iheir enterprises except when such fixation relates to public utilities or essential 
commodities and services as may be specified by the government. In fixation of prices/ 
rates of such public utilities and essential commodities and services, prior approval of 
the government would have to be obtained. Guidelines . 
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corporate officers, rather than permanent officers of the operating com- 
panies, the loyalties, attachments and useful contacts of these posted 
officers are likely to remain with the head office. Labour policy, wages 
and hours of work and service rules, are established in Dacca, leaving 
the general managers only the day-to-day administration of labour. 

The general managers are thus more accurately entitled ‘works 
managers’, or ‘factory managers’. They keep things going, get the pro- 
duction out, and treat the everyday problems of the officers and workers. 
They receive stores and ship goods, keep account of the flow of materials, 
supplies and products. They maintain the plant and mind its security. 
And they correspond with the head office. 

This tiglit rein and limited authority give an illusion of control over 
the companies. But this is a deception for only in the most narrow 
accounting sense are tlie companies under any control. While the paisas 
are watched and well accounted for, millions of takas are lost through 
untaken opportunities and overlooked needs. 

RELATIONSHIP BETWEEN OPERATING COMPANIES AND 
CORPORATIONS 

Corporation and operating company relations are confused and 
strained. The strain is mostly felt by the general managers who operate 
with insufficient authority and at a distance from the decision centre at 
Dacca, where anxiously awaited matters in their behalf seem to move at 
a glacial pace. 

The prime object of the general manager’s ire is the secretariat 
which acts, in effect, as his personnel department. The recruitment, 
transfer, promotion and special increments to officers with salary of 
Tk. 475 and above are virtually controlled by the secretariat. In the view 
of the general managers this control is sometimes abused. Chief accoun- 
ting officers, reportedly, have been transferred from one company to 
another at a time when they were most needed to close the company’s 
books. This has been done without the concurrence of the general 
managers. Unnecessary and unwanted and most incompetent officers, 
reportedly, have been assigned to the companies. Officers posted to a 
company have been known to correspond with friends in the secretariat 
at the corporation head office to work out a transfer without the know- 
ledge of their general manager. In addition, some of the officers 
(accountants, medical officers, for example) are under dual authority. 
Administratively they report to the general manager, but in substantive 
matters they report to their respective divisions. Since the senior 
executives of the industrial divisions to whom the general managers 
report have little more authority in these matters than the general mana- 
gers themselves, the general managers are powerless to bring effective 
persuasion to the secretariat. One of the most frustrating part of the 
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general manager’s job is his need to motivate and lead his senior officers 
to better achievement despite his lack of authority to reward or punish 
them. 

Another source of grievance of the general managers is the repor- 
ting burden imposed on them and their officers. They feel, and with 
apparent justification, that the head office calls for too many reports, 
and too frequently; that many are redundant and some are totally 
unnecessary ; and that almost all are poorly designed and wrongly con- 
ceived. The principle of exception reporting, in which exceptional 
situations that require head office attention are strongly featured and 
where routine affairs are either omitted, or greatly condensed, is seldom 
employed. Instead, voluminous reports reach the head office and, in 
spite of their size and frequency of arrival, they usually fail to convey 
adequately the essential information. Very few standardised and pre- 
printed forms are provided for these reports. Most of the hours spent 
in this activity could be saved through a study of reporting and forms 
analysis. At the head office, these reports, as often as not, are poured 
over and picked apart by the junior people, many of whom do not really 
understand their meaning. 

There is no better measure of the dependence of the operating com- 
panies/enterprises on the head offices of the corporations, and of the 
confused nature of that relationship, than an analysis of the destinations 
of the companies’ correspondence. Ail companies make over 50 per cent 
of their correspondence with the head office; in some cases this is as 
high as 80 per cent. The balance alone is with suppliers, customers, 
contractors and others. This obviously should not be the case. 

CONCLUSION 

Efficiency, professional competence, decentralised authority and 
workers’ participation have been identified as the underlying principles 
for administering the nationalised enterprises in Bangladesh.^^ Thus, 
any plan for organisational improvement of the industrial corporations 
should start with the reduction in the work load and in the variety of 
responsibilities of the chairman and the directors. Decentralisation of 
decision and control is essential for the continued growth of the corpora- 
tions. The position of the general manager should be redefined from 
that of a factory manager to that of a chief executive officer. Within 
broad policy directives, he should have authority and responsibility to 
utilise fully the plant entrusted to him, to produce quality goods at low 
cost, and to sell these goods at prices that will maximise long range 
returns on his company's investment. 

The operating companies should immediately concentrate their 

i^Government of Bangladesh, Planning Commission, First Annual Plan, 1972. 
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attention on sales and marketing and must go out and sell, extend and 
service their markets, and behave, in short, like commercial undertakings 
if they are to become a public asset and not a drain on the public purse. 

The need for a massive programme of change and rationalisation in 
the organisation structure and management methods of the corporations 
is there. It is felt that the decision for such essential change would have 
to be taken at the highest level of the governmental hierarchy. The time 
has come for extensive organisational changes and the government 
should make all effort to bring about that change. O 
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